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March 21, 1978

The Honorable Elizabeth L. Scull, President
Montgomery County Council

100 Maryland Avenue

Rockville, Maryland 20850

Dear Mrs. Scull:

Attached is the summary report of the Task Force on Real
Property Assessment Practices. The full report of the Task Force,
which provides a highly detailed analysis offthe entire assessment
process, will be released as a separate volume.

As you know, property assessment is at once a highly technical
and highly emotional matter. The County Council showed foresight
in appointing a Task Force that consisted of people with the pro-
fessional skills necessary for technical analysis, and who also
represented the full range of views on the assessment system. T
believe the result is a report that is unusual in its depth of
analysis of complex data, and balanced in its policy recommendations.

I am indebted to the members of the Task Force for their hard
work, persistence, and cooperation. Our discussions were lively
and productive, with the inevitable differences of interpretation
and opinion always reasonable, intelligently expressed, and con-
structive. I estimate that to date the Task Force has devoted in
excess of 2,000 person hours to this effort.

The Task Force, in turn, had the full cooperation of all the
public agencies and officials involved in the assessment process:
the State Department of Assessment and Taxation, and its Montgomery
Supervisor of Assessments; the Property Tax Assessment Appeal Board;
the County Public Advocate for Assessments and Taxation; Department
of Finance; Management Information Service; and the County Attorney's
Office. People to whom we are grateful for their special assistance
include: E.E. Rhinehart, Computer Systems Team Leader, Management
Information Service; Dr. Ira Epstein, Urban Economist, Research
Division, Maryland National Capital Park and Planning Commission;
Lawrence Ford, Systems Analyst, Office of Research and Statistics,
Fairfax, County; and the Council Staff with special assistance
from Joanne Jacka, Catherine Stover, and Charles Marsteller. Irene
Hosford and Barbara Cobb of Intergovernmental Programs have assisted
with the typing.
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I would also like tto personally thank the County Council for

- your full support and enncouragement. Special thanks are due
Councilman Neal Potter ffor so generously giving us his time and
expertise. '

t

- The Task Force beliieves the citizens of Montgomery County can
be confident that this rreport represents. a careful and objective
review of property asseessment in Montgomery County.

Sincerely,
—

R. Scott Fosler, Chairman
Task Force on Real Property
Assessment Practices

'ittachment
"RSF:ecs
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PRINCIPAL FINDINGS AND RECOMMENDATIONS

Property taxes have increased faster than the cost of living
in Montgomery County because as assessments have risen in response to
increasing property values, there has been no corresponding reduction
in the property tax rate. This situation has raised three types of
concerns. : :

First, rising property taxes are burdensome to. all who pay them.
The increasing tax burden on property owners results both from the
need for government to raise revenue to finance the increasing cost
of government, and from the proportionate share that property taxes
represent of all revenue sources. The rising cost of government
can only be curbed by reducing the level of government services,
or improving the management of resources. The proportionate share
of the cost of government borne by the property taxpayer can only be
reduced by shifting part of the tax burden to other sources of
revenue.

Second, some property owners are suffering an inordinate
burden because their property taxes consume SO high a proportion of
their income. The Task Force recommends this problem be addressed
in part through extension of the property tax circuit breaker.

Third, there is concern that property assessments are not
equitable. The Task Force concluded that while assessments in
Montgomery County may be more equitable than in many other jurisdic-
tions, inequities do exist that could be corrected. The Task Force
was requested by the County Council to direct its attention princi-
pally to this question. ‘

There are several types of assessment inequities:
e While nearly all properties are assessed below 50 percent
of market value as required by State law, all properties

are not assessed at uniform rates.

Properties in various geographical areas of the County tend
to have varying rates of assessment.

Assessment rates can differ between higher-priced and lower
priced property.

Assessment rates tend to vary among different categories of
property.

While the inequities on the average are not enormous, some are
sufficiently large that they should be, and could be, corrected-
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One of the principal reasons for perceived inequities is that public
standards of fairness in assessment have become more demanding as
assessments and property taxes have risen. Consequently, even if
assessments have become more accurate and equitable over the years,
the public's desire for equal assessment and smaller margins of error
has become even more exacting.

Since property assessment in Montgomery County is the responsi-
bility of the State of Maryland, most of the actions that can be
taken to improve the assessment system must be initiated by the State
government. The Task Force believes that a series of actions is
required, and recommends specific changes in several areas:

Clarifying Standards

e that income capitalization be one of the approaches used to
determine assessments for commercial/industrial as well as
apartment properties.

e that corrective measures should be used to assure that assess-—
ments of commercial/industrial and apartment properties do not
result in disproportionately lower assessment ratios than
apply to residential properties that are assessed by the R
sales method.

o that the assessor more aggressively use existing authority
to request owners of commercial/industrial and apartment
properties to submit income and expense data to the assessor's
office.

e that the State assessment manuals include definitions and
procedures for the sales and income approaches to assessment,
as well as the cost of replacement approach, or that at a
minimum, the manual specify procedures or reference documents
to be used in making appraisals using the sales and income
approaches.

e that both the assessment manuals and the directives of the
State Department of Assessments and Taxation relating to
methods for assessing property, be made available to the
public in the Supervisor of Assessments' offices and in
public libraries.

e that the assessment level as a proportion of market value
should remain constant so that taxpayers can better under-
stand the relationship between the assessment and the tax
rate, and not be misled into thinking that reduction in
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assessments will necessarily result in a reduction in
property taxes.

that all properties continue to be reassessed on an annual
basis.

Improving Methods and Procedures

that the County Supervisor of Assessments use objective statis-
tical techniques for the appraisal process, document the range
of possible appraisals for each property, and make explicit

the nature and effect of judgments made by the assessor in
arriving at a final assessment.

that Montgomery County be provided with a more effective,
computer-based system that would provide alternative valua-—
tions for each property ~- including the cost of replacement,
sales and trend analysis -- to aid the assessor in making more
accurate and uniform assessments, and to facilitate understand-
ing and review by the taxpayer. The computer system should
also be used to index assessments using the latest available
sales data so that uniformity is established as close to the
date of finality as possible. We would prefer that the State
Director of Assessments and Taxation plan, implement and fund
such a system in the near future. If the State cannot or will
not do this, we believe the County should be enabled to develop
such a system on a cooperative basis with the Office of Assess-
ments and Taxation, using supplemental funding provided by

the County.

~ that the assessor retain, along with his sales analysis, a

record of the analysis leading to his decision to depart from
the factors prescribed in the manual and an identification of
the properties (or types of property) to which the adjusted
factor was applied.

that increased resources be allotted for training of the
existing staff and for the addition of specialized staff so
as to improve its ability to assess commercial and industrial
property.

Strengthening Management

that steps also be taken to give the County government a more
direct influence in the assessment system to assure continual
improvement in equity.
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that the State Director take steps to assure that each
division of his Deparment, including the Montgomery County
office,achieve its highest potential of performance, and

that statewide standards for assessment procedure be tailored
so as not to prevent or discourage the Montgomery County
office, or other local offices, from employing the most
advanced assessment techniques and technology.

that the State continue its effort to achieve uniformity of
assessments among Jjurisdictions throughout the State; however,
we believe it would be preferable to urge all divisions to
move toward the highest standards of performance rather than
toward an average or mediocre standard. We further recommend
that for purposes of levying the State property tax and deter-
mining distribution of State grant funds, adjustments in the
property base be made to fully account for the lack of uni-
formity of assessments of the State's subdivisionms.

that the County Supervisor establish an annual assessment
system improvement process which includes formulation of
objectives for specific improvements, consideration of
alternative approaches for improvements, implementation,
and evaluation of whether objectives have been achieved.

that the County Delegation introduce legislation supporting
pay differentials among different counties, so that assessors
and other personnel in like positions can afford to live in
the counties where they are assigned to work.

that the State Secretary of Personnel (1) establish-a pay
increase differential for assessors handling such specialized
functions as commercial, personal property and farm assess-—
ments, and (2) establish an intermediate managerial position
between the present Assessor III and Field Supervisor posi-
tions.

Evaluating Performance

that the Montgomery County Supervisor of Assessments should
assess the accuracy and uniformity of assessments as of the
date of finality, using a widely accepted method of statis-
tical evaluation, and should issue annually a report on
patterns of assessment changes and assessment accuracy and
uniformity among classes of property, districts, and sub-
divisions.
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that the State Department of Assessments and Taxation should
place greater emphasis on developing the capability and pro-
viding the incentive for more effective evaluation of County
assessments. i

that the Montgomery County government should regularly
evaluate assessments to determine their accuracy and unifor-
mity, jidentify problems, keep County citizens informed as
to the,equity of assessments, and recommend corrective actions
to the/ State.

“

The Appeal Process

that/ (1) continuation of the recently instituted procedure

of making the pplicable residential sales analysis available
to a property jowner upon request; (2) release of stated
reasons for agsessment reduction before PTAAB and Tax Court;
(3) report o reason for assessment change; (4) extension of
the appeal period from 30 to 45 days after notice of assess—
ment; and (%) provision of assessument interpretation aid to

_property owners by a paraprofessional located within the
: Sppervisor‘s office. ‘

~—

" ment.

that the /assessoOT be limited in defense of his assessment to
sales in/ the base perilod used to establish the original assess-

that systematic assemblage, organization by property class and
reason for appeal, and evaluation and feedback into assessment
andléppeal processes of the results of appeals, and publicatioﬁ
annrally of a report of these results in terms of numbers of
appleals, amount of assessment and percent of assessment change,
and assessment subdivision, and that adequate staff be pro-
vi/ded for these tasks.

at appeals of properties above a moderate price value —-
lurrently in the above $150,000 range, although the appli-
able price range may increase with inflation —= should
proceed directly to the Maryland Tax Court.

that the name of the Public Advocate be changed to the
Office of Assessment Review, and that it be provided suf-
ficient resources to permit the Office to step up its
activities, including continual use and further develop-
ment of the computer-based evaluation program established
by the Management Information Service in conjunction with
the Task Force.
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Informing the Public

e that a.pamphlet be prepared by the County government

‘explaining property tax assessments and appeal procedures
in layman's terms.

The Task Force believes there is a genuine desire on the part
of all involved in the assessment process to achieve the highest
degree of equity possible. We hope our report will provide a guide
to cooperative and contructive action toward that goal. \

\

g
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PROPERTY ASSESSMENT IN MONTGOMERY COUNTY

Introduction

The Task Force on Real Property Assessment Practices was
created by the County Council to identify any inequities in the
assessment system, and, if discovered, to recommend ways of
correcting them. The Task Force has concluded that there are
inequities in property assessment in Montgomexry County; some are
the inevitable consequence of the limits to the precision of assess-
ment standards and appraisal techniques, while others are subject to
correction through more effective operation of the State assessment
system,

Measured against'the standards of the past and the average
quality of property assessment nationwide, the assessment system
administered by the State of Maryland in Montgomery County probably

compares favorably. Compared, however, to the higher standards of
" accuracy and equity now demanded by taxpayers, and to the superior

quality of property assessment achieved by the nation's best assess—
ment systems using up-to-date techniques, the assessment of property
in Montgomery County could be substantially improved.

The first step toward achieving the standards we believe both
desirable and possible is for all interested parties -- taxpayers,
State assessment officials, County officials, and others —- to
recognize that improvement will require numerous modifications
rather than one or two major changes. To achieve these modifica-
tions in a coordinated fashion will require cooperation. We believe
there is a genuine desire on the part of all parties to improve the
practice of property assessment in Montgomery County. We offer the
following analysis and recommendations as a guide to this cooperative
action.

Assessments in Perspective

The public perception that property assessments have risen at
extraordinarily high rates in recent years is accurate. Between
1972 and 1977 assessments on existing residential property increased
by 102 percent while the Consumer Price Index rose 48.9 percent.l
There i1s widespread misunderstanding, however, as to the relation-
ship between assessments and property taxes. Assessments have

lira Epstein, Analysis of Growth in Montgomery County Real
Property Tax Base, FY 1967-1968 to FY 1976-1977, Montgomery County

Planning Board, August 1977, p. 16. Calculations were made by
Dr. Epstein based on data in Table 7.




increased because the property values, on which assessments are
based, have risen. Property taxes have increased because as assess-—
ments have gone up there has been no offsetting decrease in the
property tax rate.

All too often, the assessor —— whose job is simply to determine
the value of property —- is a visible and convenient target for
general complaints about taxes, inflation, and the cost of govern— A

ment over which he has no control. The appropriate question to raise
with the assessor is whether assessments are accurate and equitable.

The growing perception of inequity in assessments is partly
attributable to the public's unwillingness to accept margins of
error or assessor judgment that have been accepted in the past.
When assessments rise, perceived inequities become more obvious and
more onerous. Public standards and scrutiny of the assessment
process have outpaced improvements in the precision of assessment
in Montgomery County.

No matter how much assessment practices may have improved in
Montgomery County in the past, and no matter what degree of inequity
may persist in the future as a consequence of the limits to assess-—
ment accuracy, the first order of business is to assure that
property assessment is as accurate and equitable as possible through @
the use of the best available assessment practices, and to assure
the public that every effort is being made to achieve the fairest
possible system of property assessment.

Achieving equity in assessments will not reduce the overall tax
burden required to fund the current level of government. That can
only be accomplished by restraining the cost of govermment.

Nor will equitable assessments necessarily provide relief to
those citizens whose property tax burden has risen substantially
faster than their incomes. Such relief will require more direct
action. We support relief for hardpressed property taxpayers,
especially those on modest incomes who are compelled to pay an inordi-
nate proportion of their income in housing costs, which include prop-
erty taxes. Whatever action is taken, however, to lessen the burden
on specific classes of property taxpayers should not impede the -
professional determination of accurate and equitable assessments.
Legislative actions that divert the assessor from determining the
actual market value of property do a disservice by imposing distor-
tions and compounding, rather than correcting, assessment inequities.
As a means of providing direct relief to property owners who have
been hardest hit by rising assessments, we recommend extension of the
property tax circuit breaker to all age groups that quality under
established income and net-worth criteria.




The Task Force focused its attention on ways to assure that
property assessments are as equitable as possible. With a clear
understanding of the role of assessments in determining property
taxes, and with confidence that property is equitably assessed, the
public and government officials should be better able to address
the separable question of how to relieve the burden on property
taxpayers through changes in tax rates.

The Property Assessment System

The property tax is presently the single most important source
of revenue for the County government. It generated an estimated
$203.8 million for the Montgomery County government in FY 1977,
or about 42 percent of total County government revenues. The County
income tax, by comparison, produced an estimated $80 million in the
same year, or about 17 percent of County revenue. The real property
assessable base in Montgomery County was $5.6 billion in 1977.2
Real property accounts for about 88 percent of total assessable
base; personal property accounts for the other 12 percent, a share
that has slipped from about 14 percent in 1968.3

The distinction between property assessments and property tax
rates should be made clear. The assessment is the estimated "full
cash value" -- or market value of the property minus a percentage
known as the "inflation factor," which most recently has been set
by the Governor at 50 percent of market value. The property tax

rate is the amount each property owner must pay for every $100 of
assessed value.

Assume, for example, a residential property is determined to have
a market value of $50,000 and the tax rate is set at $4.00 per $100 of
assessment. The actual tax paid would be the following:

: Estimated market value

or valuation $50,000
Minus 50 percent 25,000
Assessment $25,000
Tax rate x $4.00 (per $100 of
Tax $1000.00 assessment)

25tatistical Profile of Montgomery County, Montgomery County
Government, p. 9-8.

31ra Epstein, op. cit., p. 2.




The assessment of property in Montgomery County is the respon-
sibility of the State of Maryland. The State Department of Assess-
ments and Taxation maintains an office in Rockville known as the
Office of the Supervisor of Assessments for Montgomery County, which
assesses all property in Montgomery County according to State law
and State guidelines, and is completely. independent of the County
government. Any changes in the assessment system must be under—
taken by the State.

The assessment established by the State is used as a base
against which various tax rates are applied. The principal property
tax rate is set by the County government, according to a formula
which accounts in part for the type of services received by residents.
Additional tax rates are set by muncipalities and special tax areas
for their residents, and by the State govermment which currently
levies a 23¢ tax per $100 on all taxable property. All of these
property tax rates are combined and collected simultaneously by the
County government which distributes the revenues to the various
governments that levied the taxes. Thus, while the average property
tax rate in 1977 was $3.93 on each $100 of assessed value, tax rates
applied to individual properties ranged from a low of $3.34 to a high
of $4.75 depending on the location of property and the services
received. The key point, however, is that the tax rates are set
independently by taxing authorities, while the assessment of property
is undertaken independently by the State.

Methods of Assessment

The State assessor uses one or a combination of three methods
to determine the "full cash value" of a property.4

1) Market or sales — determining how much the property would
sell for on the open market by comparing recent sales of
comparable properties;

4More technical definitions of the three methods of determining
value are as follows:

"1) Market - An appraisal techmnique in which the market value
estimate is predicated upon prices paid in actual market tramsactions
and current listings, the former fixing the lower limit of value in
a static or advancing market (price wise), and fixing the higher
1imit of value in a declining market; and the latter fixing the
higher limit in any market. It is a process of correlation and
analysis of similar recently sold properties. The reliability of
this technique is dependent upon (a) the degree of comparability




2) Income — estimating the value of the property according
to the income it generates;

3) Cost of replacement - estimating the cost of replacing
or reconstructing the “improvements" or buildings.

Residential Assessment

In assessing residential property, the assessor uses a combina-
tion of the sales and replacement approaches. The overall value of
a property is determined by comparison of recent sales of similar
properties in the same subdivision, or neighborhood. The overall
estimate of value is divided into two parts: the improvement
(typically the house and garage), and land. fu!

The value of improvements is estimated by the "cost of replace-
ment" approach. The physical characteristics of each property are
determined by a visit to the property by an assessor once every
three years and are recorded on an individual worksheet for each
property. Sich physical inspections are typically brief, taking mno
more than several mimutes, and rarely include an inspection by the
assessor inside the dwelling. The assessor estimates the value of

of each property with the proper under appraisal, (b) the time of
the sale, (c) the verification of the sale data, and (d)”the absence
of unusual conditions affecting the sale.

2) Income - An appraisal technique in which the anticipated
net income is processed to indicate the capital amount of the
investment which produces the net income. The capital amount,
called the capitalized value, is, in effect, the sum of the
anticipated annual rents less the loss of interest until the time
of collection. The reliability of this technique is dependent
upon four conditions: (a) the reasonableness of the estimate of
the anticipated net annual income, usually the economic life of
the building; (c) the capitalization (discount rate); and (d) the
method of conversion (income to capital).

3) Cost of replacement - A method in which the value of a

property is derived by estimating the replacement or reproduction
cost of the improvements; deducting therefrom the estimated
depreciation; and then adding the market value of the land. This
approach is based upon the assumption that .the reproduction cost
now normally sets the upper limit of building value provided that
the improvement represents the highest and best use of land."




each physical feature of the improvement, using cost factors and
methods contained in a manual issued by the State assessment
office as a general but not binding guide.

The land value is estimated to be the residual, or the differ— 3
ence, between the total value of the property as determined by
sales of comparable properties, and the value of improvements as
determined by the cost of replacement approach. Land values, how- 4
ever, may be adjusted according to prevailing market values per
square foot of similar properties.

Commercial/Industrial Assessment

Commercial and industrial properties are assessed principally
by the cost-replacement method. The sales method is used only to
a limited extent since there are few sales of comparable commercial
properties in any given year. The income method is rarely used
since commercial property owners do not submit -— nor can they
currently be compelled to submit -- the income data needed for such
a calculation. J

Apartment Assessment

Assessment of apartments is determined principally by the
" income method, along with some sales comparison. About 30 percent
of apartment owners submit income data voluntarily in response to
a request from the assessors. These comparative income data are
the base used to establish the value of all apartments.

Extent of Inequity in Assessments

To what extent is the real property assessment system equitable?
By "equity" we mean principally the uniformity of assessments. Under
Maryland law uniformity is achieved when every property is assessed
at the same proportion of market value. By current State standards,
all properties are supposed to be assessed at 50 percent of market
value on the data of finality (which is January lst of the levy year).
Consequently, while a property assessed at 40 percent is under-
assessed according to State law and standards, property assessed at
30 percent is not only underassessed but is paying a disproportionately
smaller share of taxes than the property assessed at 40 percent, even
though both properties are underassessed. Put another way, inequity
among property assessments results when properties are assessed at
different, or nmon-uniform, proportions of their respective market
values, even if all are assessed below 50 percent as required by
State law.




The term "inequity'" in this sense does not refer to property
owners whose property tax may consume an inordinately high propor-
tion of their income. Even if assessments were uniform and hence
technically "equitable," some property owners may pay a much larger

proportion of their income in property taxes than others, to the
- point that property taxes place a severe and inordinate strain on

their budgets. This is a serious problem that needs to be addressed,

but it is separable from the more narrow question of whether proper-

ties are assessed at a uniform proportion of market value.

In order to identify any inequities among property assessments

in Montgomery County, the Task Force worked with the County Manage-~

ment Information Service to produce a computer-based analysis of most

property sales in the County from 1974 to 1977 compared with their

assessments.”? This analysis provides the first comprehensive evalua-
tion of assessment/sales ratios ever done in the County.6 It was
supplemented by other data to determine the extent of inequities in
property assessment.

In making this analysis, the Task Force had to face a key
decision: what time period to use for identifying sales which are
to be compared with the assessment for a particular levy year. The
law requires that assessments be set uniformly relative to the value
on the date of finality. The assessor, for practical reasons which
will be discussed later, makes assessments on the basis of sales
which ocecur 12 to 30 months prior to the date of finality. Yet, most
evaluations of assessment systems compare assessments with sales
occuring in the year following the date of finality. This last
method, the one we chose to use, is really the acid test of an assess—
ment system. A ''perfect score' would require the assessor to project
inflation rates an average of six months beyond the date of finality ——
something assessors are currently forbidden by law to do. So, under
this standard, even an assessment system which established perfect
uniformity on the date of finality would exhibit some dispersion
due to unequal rates of inflation during the following year.

SThere are instances where property sales are not conducted at
"arms length," and hence the sales price may not reflect "real market
value," as for example when a father sells his son a property at a
reduced price. The analysis attempts to account for most "arms
length" sales by eliminating assessment/sales ratios greater than 60
percent or less than 20 percent on the assumption that these extremes
do not result from inaccurate assessments but unusual circumstances
related to the sale of the property.

6The assessment/sales, or A/S, ratio is obtained by dividing the
assessed value of a property by its sale price.




Naturally, a system which establishes uniformity in a period of 12
to 30 months prior to the date of finality would likely produce
greater disparities.

Why, then, was this method used, rather than comparing assess-— ~
ments with the sales period used by the assessor in making the
assessments? The stringent method was used for two reasons:

1)880t iis, asmethodywidely used for overall evaluation of
assessment systems.

2) We believe that establishing uniformity as of any date : |
or time period prior to the date of finality could result i
in an inequity by favoring those properties which are
appreciating more rapidly. Such properties are assessed ‘
lower, relative to all properties, than they would be if
assessed on the date of finality as required by law.

We recognize that practical considerations currently limit the
ability of the Montgomery County assessOr to assess properties as
of the date of finality. Further, we recognize that the Montgomery
County Assessor has been directed by the State Director to use the
earlier time period in establishing uniform assessments. Nonethe-
less, we feel that the resulting disparities are in fact inequities,
and are correctable by means which will be discussed later. Tt
should also be stressed that the analysis deals only with properties
that sold during the period studied. We believe it is reasonable to
assume that these properties in general, and except when specified,
tend to be representative of all properties. However, that assump-
tion has not been verified by any test of statistical significance.
Consequently, discretion is required in reaching conclusions from
these data.

The disparities reflected in the analysis are of several types.
First, assessment/sales ratios can vary substantially from property
to property. The average A/S ratio for residential properties sold
in FY 1977 was 41. About 43 percent of those properties had A/S
ratios between 38 and 44, or were reasonably close to the average
for all properties.7 However, 18 percent of the properties had A/S
ratios below 38, while 39 percent had A/S ratios above 44. This d
means that a substantial proportion of properties (the 39 percent '

h

7The standard deviation of the mean for residential properties
sold in FY 1977 was plus or minus 5 ratio points above the Countywide
mean A/S ratio of 41 for that class of properties. That is, about
two-thirds of the properties in that class had A/S ratios between
36 and 46.
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with A/S ratios above 44) were assessed at rates that were at
least 12 percent higher than another group of properties (the 18
percent with A/S ratios below 38).

Second, assessment/sales ratios can vary from one geographical

~area of the County to another. Four assessment districts (which

correspond to election districts) comprise 75 percent of all resi-
dential properties and of properties sold in FY 1977; Rockville
(District 4), Bethesda (District 7), Gaithersburg (District 2),
and Wheaton (District 13). The Bethesda district had an average

_AJS ratio that was 5 ratio points below that of Gaithersburg for

residential properties sold in FY 1977. While this means that

many of the properties in Bethesda were underassessed compared to
properties in Gaithersburg, it is also the case that other properties
in Bethesda were overassessed compared to some properties in
Gaithersburg.

The disparities are greater if the smaller assessment districts
are taken into account. For example, in Gaithersburg, District; I5
58.4 percent of properties had A/S ratios above 44, while in
District 2, Clarksburg, only 18 percent of the properties had A/S
ratios above 44. In District 3, Poolesville, only 9 percent of the
properties had A/S ratios below 38, while in District 11, Barnesville,
60 percent of the properties had A/S ratios below 38.

Third, assessment/sales ratios can differ between higher-priced
and lower-priced properties. While the Task Force did not have the
Tesources to analyze these differences in the detail that would be
desirable to establish a precise indication of their statistical
significance, our judgment is that the assessment process tends to.
result in a relative disadvantage for some lower-priced properties,
and a relative advantage for some higher-priced properties. As .can
be seen in the table below, there is a small but consistent progression
of differences of average ratios that seems to indicate a tendency
toward an inverse relationship between the sale price of property and
its proportionate level of assessment.

Price ‘Average A/S Ratio_(FY 77)

0 - $ 50,000 . 43.7
$ 50,000 - $ 75,000 42.1
$ 75,000 - $100,000 . 40.9
$100,000 - $150,QOO 38.7
$150,000 and above - 37.4




The differences in average A/S ratios from ome price category
to the next are so small in fact that they may not be significant.
However, the difference between the lowest price category and the
highest price category -— the average A/S ratio for the 0-$50,000
category is 16 percent higher than the average A/S ratio for the
$150,000 and above category —— is sufficiently large as to indi-
cate a problem does exist. Moreover, the fact that the tendency
is consistent among all price categories, for all property
classifications, and for all the years studied, strongly suggests
that the tendency is not simply the result of statistical happen-
stance.

This does not necessarily mean that owners of lower-priced
homes are paying higher taxes than owners of higher-priced homes.
Even if a higher-priced home had a lower relative assessment the
actual value of that assessment may still be higher than those
of lower-priced homes, and so the resulting property tax paid would
also be higher. Nor would it necessarily follow that poorer tax-
payers are thereby subsidizing richer taxpayers; a person with a
modest pension living in a higher-priced house that may be relatively
underassessed, may nmonetheless be "soorer™ than a person with a high
income living in a lower-priced house that is relatively overassessed
I+ should also be noted that the indicated A/S ratios are averages
for the various price ranges; the tendency may not hold true for
every property, since, for example, a given lower—priced property
may have an A/S ratio lower than a higher—priced property. The
important point is that assessments are supposed to reflect the
actual market value of properties, and the evidence suggests a
tendency for some higher-priced properties to be underassessed
relative to some lower—priced properties.

There may be two principal explanations for this tendency.
One is that higher-priced properties appreciate at a more rapid
rate than lower-priced properties, so that while the assessments
may be uniform when they are calculated by the assessor, by the time
the assessments are formally established for a levy year the property
values have increased at different rates, resulting in a lack of
uniformity in A/S ratios at the time the property tax is levied.

‘A second explanation is that because there are few properties
in the highest and lowest price categories, the mass assessment
techniques used by the assessor are not as accurate for those
categories as for the middle price ranges where there are more :
properties and hence greater consistency and reliability in assess-—
ment techniques.

Fourth, assessment/sales ratios can vary among the different
classifications of property. The average A/S ratios for the various
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The differences in average A/S ratios from one price category
to the next are so small in fact that they may not be significant.
However, the difference between the lowest price category and the
highest price category -- the average A/S ratio for the 0-$50,000
category is 16 percent higher than the average A/S ratio for the
$150,000 and above category —— is sufficiently large as to indi-
cate a problem does exist. Moreover, the fact that the tendency
is consistent among all price categories, for all property
classifications, and for all the years studied, strongly suggests
that the tendency is not simply the result of statistical happen-—
stance.

This does not necessarily mean that owners of lower-priced
homes are paying higher taxes than owners of higher-priced homes.
Even if a higher-priced home had a lower relative assessment the
actual value of that assessment may still be higher than those
of lower-priced homes, and so the resulting property tax paid would
also be higher. Nor would it necessarily follow that poorer tax-
payers are thereby subsidizing richer taxpayers; a person with a.
modest pension living in a higher-priced house that may be relatively
underassessed, may nonetheless be "poorer" than a person with a high
income living in a lower-priced house that is relatively overassessed
It should also be noted that the indicated A/S ratios are averages
for the various price ranges; the tendency may not hold true for
every property, since, for example, a given lower-priced property
may have an A/S ratio lower than a higher-priced property. The
important point is that assessments are supposed to reflect the
actual market value of properties, and the evidence suggests a
tendency for some higher-priced properties to be underassessed
relative to some lower-priced properties.

There may be two principal explanations for this tendency.
One is that higher-priced properties appreciate at a more rapid
rate than lower-priced properties, so.that while the assessments
may be uniform when they are calculated by the assessor, by the time
the assessments are formally established for a levy year the property
values have increased at different rates, resulting in a lack of
uniformity in A/S ratios at the time the property tax is levied.

A second explanation is that because there are few properties
in the highest and lowest price categories, the mass assessment
techniques used by the assessor are not as accurate for those
categories as for the middle price ranges where there are more
properties and hence greater consistency and reliability in assess-
ment techniques.

Fourth, assessment/sales ratios can vary among the different
classifications of property. The average A/S ratios for the various
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classes of property in 1977 were as follows:

|

|

|

Condominium 44,7
\

The unusually low A/S ratio for farms can be explained
principally by the fact that according to State law, farmland is
not intended to be assessed at market value, but rather on the
basis of its value as farmland. Thus, a farm may have a potential 1
market value significantly higher than its assessed value as farm- ‘
land so that when it sells at its real market value, the A/S ratio
will tend to be low. Some farm property is held for speculative
purposes and continues to be assessed at farmland values far below
its real market value for residential or commercial use.

Class of Property " "Average A/S Ratio
Residential 41.0
Commercial/Industrial 3795 ' | ‘
Apartment 36.8 ‘
Farm 18.4
|
\

The average A/S ratio for commercial/industrial and apartment
properties sold in 1977 may not be representative of all properties
in those two classes. There are relatively few sales of commercial/
industrial or apartment properties in any year, and most of those
sales tend to be of lower-priced properties. Not only do lower-
priced properties tend to have higher A/S ratios, but many of the .
commercial/industrial and apartment properties that do sell are
those which are likely to be less profitable than the average and
hence would sell at relatively lower prices, thereby producing
a higher A/S ratio.

Further evidence also suggests that commercial/industrial
property may be underassessed relative to residential property.
Here again, the data are not conclusive, but are highly suggestive.
In the six year period FY 1972-73 to FY 1977-78, the assessments on
existing commercial/industrial properties increased by only 39.1
percent while the assessments on single-family residential property
increased by 102.0 percent, or two-and-one-half times as fast. The
disparity in rates of assessment increase between the two classes
of property does not in itself demonstrate an inequity in assess—
ment since the respective assessment rate increases may reflect
different rates in the growth of actual commercial and residential
property values. It is important to note, however, that during
this period the national Boeckh construction cost index for
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commercial and factory construction increased 54.2 percent while
the residential construction cost index increased by only 49.0
percent. Thus, although nationally the cost of commercial/
industrial construction increase was 5 percent greater than for
residences, assessments of commercial/industrial property increased
less than the cost of construction, while residential assessments
increased more than twice as fast as the cost of construction. This
is especially troubling given the fact that commercial/industrial
property is assessed by the cost of replacement approach, and thus
would seem to be expected to rise commensurately with increases in
prevailing construction costs. By contrast, residential and
commercial/industrial property assessments in Fairfax County have
tended to rise at more nearly similar rates.8

*
Average Annual Increase 1n Assessments

Commercial/ Single-Family Consumer
Industrial Residential Price Index
FY 72-73 - 36 7.4 2y
FY 73-74 -4.8 11.6 @k
FY 74-75 14.6 20.0 30}t
BYA ¥:5=0.6 . J10) 18 30 8.4
FY 76-77 OSN3 1248 63
FY 77-78 10.5 10.2 Te= X
Total increase 39.1% 102.6% 48.9%

* Percentages reflect increased assessments for existing

property and do not include additions to the assessable base.

Source: Ira Epstein, Analysis of Growth in Montgomery County
Real Property Tax Base, FY 1967-1967 to FY 1976-1977, Montgomery
County Planning Board, August 1977.

8Memorandum from County Executive Leonard Wharton to Fairfax
County Board of Supervisors, May 23, 1977, "Comparison of Assessed .
Value Changes for Commercial and Industrial Properties versus
Residential Properties." Attachment E. The percent change in
assessed value of commercial and industrial property, 1970-1977,
was 75.4%, and for residential property, 1970-1977, was 75.2%.
These figures include additions to the assessable base, and
hence are not totally comparable to the figures shown for
Montgomery County.
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Fifthy there are varying degrees of uniformity among assess—
ments, as indicated by the coefficients of dispersion.. The
coefficient of dispersion™ (COD) measures the degree of uniformity
in assessments among propérties'examined. The COD's in Montgomery
County for Commercial/Industrial (23.5 percent), Apartment (255
percent), and Farm (39.4 percent) properties were significantly
higher than for Residential property (9.2 percent). While the
COD of 9 percent for residential properties in Montgomery County in
1977 may be considered acceptable, by professional assessment
standaxds, it is greater than the 5 percent COD achieved by Falrfax

County9 for all properties.

Possible Sources of Inequity

The inequities jdentified by the Task Force have various
sources, some of which operate in combination.

One source of the lack of uniformity in assessments which can
aever be fully eliminated is human and machine error, differences
in assessor judgment, and the limits of technical accuracy. We
believe, however, that these factors can be minimized, and that
together they should account for no more than plus or minus 5 per-—
cent in the assessment of any given property, a margin of error
that is well within the capability of modern assessment practices.

Beyond the reasonable margin of error, however, the Task
Force found that problems in establishing accurate and uniform
assessments can derive from each of the major components of the
assessment system. Of these, we focused on five, each of which is
discussed in greater detail in the full Task Force report:

standards and definitions - State law establishes the bases
for property assessment, either by setting definite standards
and definitions -— i.e., what is to be assessed by whom in

_what manner —- or by determining the process by which they
are to be set. gl

Methods and procedures - State law currently leaves substan-
tial latitude for the State Department of Assessments and
Taxation to determine what methods will be used to value
property, and what procedures will be followed in the
execution of those methods. The Department uses a

9M.emorandum from County Executive Leonard Wharton to Fairfax
County Board of Supervisors, May 23, 1977, p. 2.
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combination of judicial interpretation, professional

practice, and its own judgment in establishing methods
and procedures.

Administration of Assessments - Assessments are actually made
by people organized to carry out work using technical appara-
tus -- such as maps, files, data, data processing equipment

—- and following a combination of formal and informal prac-
tice. The quality and effectiveness of the people, the manner
in which they are organized and function, and the methods,
procedures, and equipment they actually use, will determine
theextent to which the formal assessment standards are met

and equity achieved.

Evaluation - Formal and systematic evaluation can check the
accuracy of assessments, identify deficiencies that cause
inaccurate or inequitable assessments, and lead to corrective
action.

Appeal Process — Appeals provide one form of assessment
evaluation, limited to those taxpayers who protest assess—
ments as being inaccurate or inequitable. The appeal process,
however, not only can redress individual grievances, but can
also provide information as to generic deficiencies in the
system. On the other hand, to the extent the appeal - process
fails to correct errors, or favors one class of property over
another, it can perpetuate or create inequities.

Deficiencies in any one of these components can produce
inequities. Each also needs to function in harmony with the others
if the overall system is to operate in a balanced, integrated manner
to constantly check its own performance, correct errors, and make
improvements that will result in greater accuracy and equity.

The assessment system is far too complex for any outside group --
be it a citizen's task force or the State Legislature -- to identify
the precise causes of every inequity or deficiency in operation. The
system must be structured in such a way as to provide the capability
and the incentive to continually improve itself. This is a complex
and full-time job that can only be accomplished by the assessors
themselves. The most that can be accomplished from the outside is
to periodically evaluate assessment equity and accuracy, identify
key problems, correct the structure and management of the system
to enhance its capability, and increase incentive for continued
self-improvement.
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Recommendations

The Task Force gave some consideration to proposals for
fundamental changes in the current system of property assessment
and taxation, some of which were submitted by citizens during
public hearings and in writiggluwgggﬁggqggﬁgl, for example, was
to eliminate the practice of abolishing the dollar assessment of
property in favor of a system of "sgsessment units” based on a
few clearly defined physical and locational features of the
property. The tax rate would then be applied against the number i3
of "agsessment units" for each property. Another proposal was the :
.long-standing idea of taxing only land, and not improvements. We |5
determined that such fundamental changes may have some merit, but
that their advantages over the existing system were not so
immediately obvious, nor their disadvantages sufficiently under-—
stood, for us to recommend a major change in .the system. Rather,
we urge further consideration of long-term changes, but focus our
attention in this report on ways to improve the existing system.

“r

Clarifying Standards

State law requires that property be assessed at "full cash
value" which "shall mean current value less an allowance for
inflation..." Full cash value has been regularly interpreted by
the courts to mean market value, however professional definitions
of market value vary, and approaches to determining market value H
vary for different types of property. As a practical matter, it ;
ig difficult to use -the sales method in assessing commercial/
industrial and apartment properties since there are few sales of
comparable properties for those classes of properties. At present,
however, only the cost of replacement approach is used for
commercial/industrial assessments (with minor exceptions) unless N O
the assessment is appealed in which case income data may be used ;
by either the property owner or the assessor to justify the assess—
ment or argue for an adjustment. A limited form of income
capitalization is used for apartments, since only about 30 percent
of apartment owners comply with the assessor's request for income
data. While it would be desirable whenever possible to use
comparable sales to establish assessments for these classes of
property, we recommend that income capitalization be one of the
approaches used to determine assessments for commercial/industrial
as well as apartment properties. -

The cost of replacement and income approaches can tend to
understate real market value, especially in inflationary periods.
Corrective measures should be used to assure that assessments of
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commercial/industrial and apartment properties do not result in
disproportionately lower assessment ratios than apply to residential
properties that are assessed by the sales method. One corrective
approach would be to apply a cost of construction index, such as

the Boeckh index, in determining or adjusting commercial/industrial
and apartment assessments. g -

Income data are currently requested from apartment owners on
a voluntary basis, with no penalty for non-compliance. In most
i{nstances income data are supplied by commercial/industrial property
owners only when they feel that their assessment is too high in
order to argue for an assessment reduction. We recommend that the
assessor more aggressively use existing authority to request owners
of commercial/industrial and apartment properties to submit income
and expense data to the assessor's office.

The assessment manuals issued by the State Department of Assess-
ments and Taxation and used as guides by the local assessment offices
cover only the cost of replacement approach and ignore the sales and
income approaches. We recommend that the State assessment manuals
include definitions and procedures for the sales and income approaches
to assessment, as well as the cost of replacement approach, or that
at a miniumum, the manual specify procedures or reference documents
to be used in making appraisals using the sales and income approaches.

The State manuals are in limited supply and are available to the
public for review only at the Supervisor's office during office hours.
The residential volume is also available in the public libraries. A
revised residential manual is currently being field tested but the
Task Force has not had an opportunity to review it. We recommend that
both the assessment manuals, and the directives of the State Depart-

ment of Assessments and Taxation relating to methods for assessing
property, be made available to the public in the Supervisor of
Assessments' offices and in public libraries.

The so-called "allowance for inflatiom,” that is set by the
Governor with the approval of the General Assembly at some proportion
of market value, in fact has little to do with inflation. At present,
while real property is assessed at 50 percent of market value,
personal property is assessed at 100 percent of market value.

Changes in the inflation allowance have the practical consequence
of altering the assessable base against which the local tax rate is
applied. The perceived relief to the taxpayer that results from a
reduction in the level of assessment is generally illusory, since
it is typically offset by an increase in the property tax rate.

We believe the assessment level as a proportion of market value

should remain constant so that taxpayers can better understand the

relationship between the assessment and the tax rate, and not be
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misled into thinking that a reduction in assessments will -
necessarily result in a reduction in property taxes.

There is continuing discussion of the relative merits of
annual reassessments versus reassessments every second or third
year. The principle that assessments for all properties should be
as uniform as possible is not well served by raising assessments
on different properties in different years. 1In order to minimize
the lack of uniformity among properties and to prevent sudden,
large assessment increases, we recommend that all properties
continue to be reassessed on an annual basis.

Improving Methods and Procedures

Judgment will always be required in making assessments, since
formal methods and procedures cannot anticipate every detail
required in property valuation. However, we recommend that the
County Supervisor of Assessments use objective statistical techniques
for the appraisal process, document the range of possible appraisals
for each property, and make explicit the nature and effect of
judgments made by the assessor in arriving at a final assessment.

In particular, we believe that there is sufficient experience
with computer—assisted appraisal to demonstrate its usefulness in
narrowing the range of assessor judgment, improving the quality of
judgments by giving the assessor more useful information, increasing
the accuracy of assessments, and exhibiting the data for later
evaluation and review by taxpayers themselves. Fairfax County,
Virginia, for example, currently uses a computer-based model that
provides the assessor with three different methods of estimating
the value of residential property: cost of construction, sales and
trend analysis. Each of the three estimates is clearly presented
on the property worksheet, with the assessor's final assessment.
Not only has this method proven helpful to assessors, but it has
also assisted taxpayers in understanding the way in which their
property was assessed, and generally has resulted in more accurate
assessments that are more readily accepted by taxpayers.

We recommend that Montgomery County be provided with a more
effective, computer-based system that would provide alternative
valuations for each property —- including the cost of replacement,
sales and trend analysis — to aid the assessor in making more
accurate and uniform assessments, and to facilitate understanding
and review by the taxpayer. The computer system should also be
used to index assessments using the latest available sales data
so that uniformity is established as close to the date of finality
as possible. We would prefer that the State Director of Assessments
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and Taxation plan, implement and fund such a system in the near
future. If the State cannot or will not do this, we believe the
County should be enabled to develop such a system on a cooperative
basis with the Office of Assessments and Taxation, using supplemental
funding provided by the County.

The Task Force has not undertaken a detailed analysis of the
cost of developing and operating a fully computerized assessment
system, although experience in other jurisdictions (such as Fairfax
County, Virginia, and San Mateo County, California) indicates that
it is well within the range of reasonable cost, especially when
compared to the benefit of improved accuracy and equity of assess-
ments. Development costs for Montgomery County may be less than for
those jurisdictions that undertook their own development, since
presumably Montgomery County could benefit from the experience and
technique already developed elsewhere. There is some evidence that
use of the computerized system may be cheaper than manual assess-
ments, in part because it reduces staffing needs, and in part,
because improved equity tends to reduce appeals which consume
assessor time. ;

Individual assessment offices and individual assessors are
currently permitted substantial latitude in applying State guide-
lines in valuing different properties. Under the computerized
system we are proposing, guidelines would be clearer and the range
of judgment narrowed.  In the meantime, we recommend that the assessor
retain, along with his sales analysis, a record of the aralysis
leading to his decision to depart from the factors prescribed in
the manual and an identification of the properties (or types of
property) to which the adjusted factor was applied.

The Montgomery County assessment office currently lacks the
specialized staff required to adequately assess commercial and
industrial properties, and to effectively defend their assessments
in appeals brought by commercial and. industrial property owners.
The assessment office presently has only four C.A.E. assessors, and
has not hired a new C.A.E. assessor for several years. By contrast,
the Fairfax County assessment office employs five M.A.I. assessors
to work in the area of commercial and industrial assessment. We
recommend that increased resourcesbe allotted for training of the
existing staff and for the addition of specialized staff so as to
improve its ability to assess commercial and industrial property.

Strengthening Management

Numerous small steps are required to improve the administration
of assessments. The only way that range of improvements can be
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made —— and continually pursued in detail -- is through effective
management.

Responsibility for assuring effective management lies with
the Governor and State Legislature. In the past, State leaders
have not shown great interest in providing the resources, incentive,
and oversight to assure high performance in the Department of
Assessments and Taxation. The tendency rather has been to suggest
changes that may be politically popular but have little effect in
correcting assessment inequities, and may even create greater
problems. We are hopeful that continued public concern will induce
State elected officials to concentrate on the real problems of
property assessment administration, and we are encouraged by some
signs that State officials are beginning to grapple with the hard
questions.

While a substantial minority of the Task Force favored returning
the operation of the assessment system to the County government, a
majority felt that the State should continue to operate the system,
but with greater aggressiveness to raise performance. Even though
the Task Force concluded that responsibility for assessments should
remain with the State, we recommend that steps also be taken to
give the County government a more direct influence in the assessment
system to assure continual improvement in equity. To this end we
suggest the following actions be considered:

e That the County government develop and maintain an
effective capability to analyze and periodically report
on assessment/sales ratios and other data that reflect
the accuracy and equity of the assessment system. #_“_‘;,“,,.——
NS R erie g
e That the County government submit an annual evaluation of
the assessment process to the Montgomery Supervisor and
the State Director, and that each of these officials be
required by law to comment on the County report and to
specifically indicate what action will be taken on pro-
posed recommendations.

e That the County government consider, and appropriate State
authorization be given, to permit the County to work with
the State's Montgomery County assessment office to
achieve the highest possible level of assessment perfor-
mance. One approach, as noted earlier, would be for the
County government to provide assistance in developing the
capacity for more accurate assessments.
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We recognize that no one of these actions will give the
County government actual authority to make changes in the assess-
ment system, but we believe they would strengthen the ability of
the County to press for, and assist in achieving, needed improve-
ments and to monitor the State's actions toward greater accuracy
and equity of assessments.

Under the current structure of the State Department of Assess-
ments and Taxation, the Montgomery County Supervisor (as is true
of his counterparts in other jurisdictions) retainms a substantial
degree of autonomy from the State Director. This autonomy results
in part from the ambiguity of State law, the tradition of County
autonomy that dates from the time when counties operated their own
assessment systems independent of the State, and the special case
of Montgomery County which is perceived as one of the better
assessment offices in the State. 1In his effort to improve assess-
ment administration-throughout the State and to achieve greater
uniformity of assessments among jurisdictions, the State Director
of Assessments and Taxation has understandably directed the greater
part of his attention to those assessment divisions considered to
be substandard. There is a danger, however, that property assess-
ment in Montgomery County may suffer as a consequence in two
respects.

First, while the State's assessment office in Montgomery
County may be above average for the State and- even for the nation
as a whole —— and while by some indications its assessment accuracy
has improved over time -~ the office has not achieved the highest
standards of assessment practice that have been demonstrated to be
feasible in jurisdictions around the country. Nor has the Montgomery
County office achieved the rate of improvement we believe is desirable.
One reason for the failure to keep pace with modern assessment
practices is lack of support from the State Director for performance
standards, and supporting resources, above the mediocre statewide
level. For example, the State Department of Assessments and
Taxation is in the process of implementing a uniform assessment
system statewide that falls far short of the latest available
assessment techniques and technology, but is geared to raise the
level of the low-performance local assessment offices. It may be
that the most modern approach would not be the most cost-effective
approach for some local offices given their size and administrative
capacity. We do not believe, however, that the potential of the
State office in Montgomery County should be sacrificed for the
purpose of achieving a uniform but mediocre standard statewide.
We would be concerned further that locking Montgomery County into
the statewide uniform system may further retard its progress as
assessment practices advance nationwide even beyond the standard
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they have reached today. We urge the State Director to take

steps to assure that each division of his Department, including

the Montgomery County office, achieve its highest potential of
performance, and that statewide standards for assessment procedure
be tailored so as not to prevent or discourage the Montgomery County
office, or other local offices, from employing the most advanced
assessment techniques and technology.

A second problem with the State structure is that in an effort
to achieve uniformity of assessments throughout the State, the ;
State Director of Assessments and Taxation as late as 1976 issued
instructions that jurisdictions with (assessment /sales) ratios above
or below the average for the State should take corrective action
to bring their ratios more in line with the State average. We
fully support the emphasis on achieving greater uniformity of
assessments statewide. We are concerned, however, that achieving
uniformity by moving toward average performance would mean lowering
the standards of the better performing divisions, thereby causing
additional distortions and confusion, and a relaxation of pressure
on the Montgomery County office to move toward the highest
performance of which it is capable. We recommend that the State
continue its effort to achieve uniformity of assessment among
jurisdictions throughout the State; however, we believe it would
be preferable to urge all divisions tomove toward the highest
standards of performance rather than toward an average or mediocre
standard. We further recommend that for purposes of levying the
State property tax and determining distribution of State grant funds,
adjustments in the property base be made to fully account for the
Tack of uniformity of assessments of the State's subdivisions.

The conversion of the assessment system to State control in 1975
has significantly reduced the salary which can be paid to assessors
in the Montgomery County office. While assessors who were formerly
on the County payroll are protected, new assessors are paid on a
State salary scale which is about 25 percent below salaries for
comparable work paid by the Montgomery County government. As’ time
goes on, the calibre of personnel attracted by the assessors office
" will be well below the norm within the County. To remedy this, the
Task Force recommends that the County Delegation introduce legislation
supporting pay differentials among different counties, so that
assessors and other personnel in like positions can afford to live
in the counties where they are assigned to work.

There is also a need to reward superior performance within the
assessment office by providing avenues for professional and managerial
growth. The present structure of the office provides almost mno
opportunity to do this. We recommend that the State Secretary of
Personnel (1) establish a pay increase differential for assessors
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handling such specialized functions as commercial, personal property
and farm assessments, and (2) establish an intermediate managerial
position between the present Assessor III and Field Supervisor

Eositions. : Moy

Evaluating Performance

Improved evaluation of the overall assessment system should
proceed on three levels. First, the Montgomery County Supervisor
of Assessments should assess the accuracy and uniformity of assess—
ments as of the date of finality, using a widely accepted method
of statistical evaluation, and should issue annually a report on
patterns of assessment changes and assessment accuracy and uniformity
among classes of property, districts, and subdivisions. The" Toeal -
office currently does-not generate the data, nor does it use the
techniques or technology, that are available for more precise
evaluation of assessment and correction of inaccuracies. The Task
Force has suggested a set of evaluative criteria in the computer
program developed with the County government's Management Informa-
tion Service. We believe these criteria provide a beginning for
more effective evaluation of assessments.

Second, the State Department of Assessments and Taxation should
place greater emphasis on developing the capability and providing
the incentive for more effective evaluation of County assessments.

Third, the Montgomery County govermment should regularly
evaluate assessments to determine their accuracy and uniformity,
identify problems, keep County citizens informed as to the equity of
assessments, and recommend corrective actions to the State. Ideally,
the County government's role would be limited to monitoring the
evaluations of the State Department of Assessments and Taxation and
its local office in Montgomery County, assuming the assessment office
adopts our recommendation for improving its own evaluation. Should
the State not adopt our recommendation, we would urge the County
government to use the computer program (with additional refinements
suggested in the full Task Force report) developed by the Task
Force with the Management Information Service.
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The Appeal Process

One of the most important ways to discover and correct inaccu-
racies or errors in assessments is through individual taxpayer appeals.
Many assessment problems are resolved informally by discussion be-
tween assessors and property owners. The assessment appeal process
begins with a formal protest by the taxpayer to the Montgomery County
office of the State Department of Assessments and Taxation. From
there an appeal can be pursued to the Property Tax Assessment Appeal
Board (PTAAB), which is also a State body. Further appeals go to the
Maryland Tax Court, which is an administrative body, and then to the
Circuit Court, and the Court of Appeals.

y The assessment appeal process is widely misunderstood by the
public. There are about 5,000 residential protests per year (a 75
percent increase since the shift from triennial to annual assess-
ments, part of which may also be attributed to rapid inflation in
residential values) and about 500 commercial protests per year.
According to the assessors and other officials involved in the appeal
process, a substantial minority of those protesting either are
generally concerned about tax increases, or do not understand the
distinction between the property assessment and the property tax
. rate. Many, as a result, spend a great deal of their time and of
the assessor's time in protests and appeals that have virtually no
chance of resulting in a reduction in assessment. The time spent by
assessors on appeals and appeal-related property owner inquiries
detracts from their time for regular assessment activities.

In order to minimize fruitless citizen protests and to enhance
the ability of taxpayers to more effectively appeal legitimate griev-
ances, the Task Force recommends: 1) continuation of the recently
instituted procedure of making the applicable residential sales
analysis available to a property owner upon request; 2) release of
stated reasons for assessment reduction before PTAAB and Tax Court;

3) report of reason for assessment change; 4) extension of the appeal
period from 30 to 45 days after notice of assessment; and 5) provision
of assessment interpretation aid to property owners by a paraprofes-—

. sional located within the Supervisor's office.

The residential property owner tends to be at a disadvantage in
appealing his or her assessment. The principal reason for this is
that appellants are expected to show that their assessment exceeds
50 percent of the present value of the property. Since the assessor
bases his assessment on sales which take place 12 to 30 months prior
to the effective date of the assessment (the date of finality),
properties at the time of appeal are, on the average, assessed well
below 50 percent of their current market value. The average current
assessment/sales ratio for properties sold in 1977, as noted earlier,
was 41 percent. Thus an individual groperty could have been assessed
almost 25 percent above the average 0 and still not exceed 50 percent

;OAn assessment of .50 is 25 percent higher than an assessment of .40.
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of its value during the levy year. The assessor can defend against
the appeal of the assessment of such properties by showing that,
based on recent comparable sales, the assessment is below 50
percent of current market value. Thus, the appeals process works
to correct only the most blatent relative inequities. 1In the long
run, techniques to bring the assessed values closer to the actual
values as of the date of finality should reduce this problem. In
the interim, as a partial solution, the Task Force recommends that
the assessor be limited in defense of his assessment to sales in
the base period used to establish the original assessment. :

The appeal process should also serve as a means for testing
and improving the methods used for assessment. However, at present
there is no systematic effort to learn and generalize from the cases
of successful appeal to correct for similar errors that may be present
in the assessment process. The Task Force recommends systematic
assemblage, organization by property class and reason for appeal, and
evaluation and feedback into assessment and appeal processes of the
results of appeals, and publication annually of a report of these
results in terms of numbers of appeals, amount of assessment and
percent of assessment change, and assessment subdivision, and that
adequate staff be provided for these tasks.

The appeal process provides for appellants and the assessors to
proceed through two administrative bodies, the PTAAB and the Maryland
Tax Court. Appeal of properties of relatively low value are generally
resolved by the PTAAB. Properties of higher value, which most often
tend to be commercial/industrial and apartment properties, are more
likely to continue on to the Tax Court, where the case is heard
de mnovo. We recommend that appeals of properties above a moderate
price value —— currently in the above $150,000 range, although the
applicable price range may increase with inflation -- should proceed
directly to the Maryland Tax Court. Elimination of the PTAAB appeal
for such properties would have the dual value of eliminating one
administrative step for such properties, and reducing the burden on
the PTAAB to hear more complex and technical appeals for which they
have less expertise and experience. The State assessment process
might thereby concentrate its resources and improve its ability to
handle more compelx assessment appeals in the Maryland Tax Court.
Alternatively, the PTAAB should strengthen its capacity for dealing
with the appeal of more expensive properties. 1In recommending else-
where that the Montgomery County Office of Assessments and Taxation
strengthen its capacity to assess commercial/industrial and apartment
properties, we assume that such added capacity would also be used to
more effectively defend its assessments of higher-priced property in
the appeals process.
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Since it is a rare taxpayer who will protest his assessment
on the grounds it is too low, the appeal process traditionally has
worked only to reduce assessments found to be too high. Yet under-—
assessed property is a major source of inequity since it results in
other property owners paying a disproportionate share of taxes. To
correct this imbalance, the County Council created the Office of the
Public Advocate for Assessments and Taxation to appeal underassessed
property on behalf of the public. In the first three years of its
existence, the Public Advocate's Office has demonstrated both the
extent of underassessment of some properties and the potential for
correcting them through appeal by the County government. For Levy
Year 1976, for instance, the Advocate was responsible for an upward
reassessment of $4.5 million in commercial/industrial property. In
the first three years of its existence, actions by the Public Advocate
resulted in about $180,000 in additional annual revenues from under-
assessed property, while the Office itself cost only $50,000 per year.

We believe the validity of the Public Advocate mechanism has
been amply demonstrated, but that the potential of the Office is far
from fully developed. The Office should have additional statistical
capability to more comprehensively evaluate assessments, additional
staff to vigorously identify and appeal underassessments, and funds
to hire professional appraisers to assist with the evaluation of
commercial/industrial property assessments.

The name "Public Advocate" has caused some confusion among tax-
payers who assume the Office was established to assist them in their
appeals. That is not the principal mission of the Office (although it
does provide information about appeal procedures to individual tax-
payers upon request) and the name should, therefore, be changed to
lessen the misunderstanding. We recommend the name of the Public
Advocate be changed to_the Office of Assessment Review, and that it
be provided sufficient resources to permit the Office to step up its
activities, including continual use and further development of the
computer—based evaluation program established by the Management
Information Service in conjunction with the Task Force.

Informing the Public

Public understanding needs to be improved on several points:

e There is a distinction between the property assessment
and the property tax.

e Property assessments are exclusively the responsibility
of the State of Maryland, not of the Montgomery County
government.
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® Few propertles can be proved conclusively to be assessed
above 50 percent of their market value given the current
groundrules by which assessments are made and appealed.

e Inequities result not so much from overassessment (above
50 percent of market value) as from lack of uniformity in
assessments among various properties; that is, some tax-—
payers are paying less than their share as the result of
their properties being assessed at a lower effective rate
than others.

il

e Most taxpayer protests of their assessments are futile for
two reasons: - 1) it is very diffjcult to prove your pro- &
perty is overassessed; and 2)the protest cannot effec-
tively address the inequity that results from underassess-
ment of other properties.

e Taxpayers should be dissuaded from assessment protests
based on a general concern with rising taxes, although
they Should not be discouraged from appealing assessments
Wthh do not reflect market value, or are based on error.

e There are problems with the assessment system that should
and could be corrected. However, the State government is
responsible for property assessments, and consequently,
citizen attention and action should be focused on State
officials and the County's legislative delegatiom to
Annapolis for needed changes.

3%

In order to improve public understanding of the assessment
process, we recommend that a pamphlet be prepared by the County
“government explalning property tax assessment and appeal pro-—
cedures in layman's terms. The Task Force has prepared an outline
for such a pamphlet. The State or the County govermment should also
consider establishing brief classes or programs or other forms of
public presentation to more fully inform the public about property’
assessment. :

Future Work of the Task Force

This report represents a summary of the findings and recommenda-
tions of the Task Force to date. The more extemnsive analysis on
which it is based will be released as a separate volume. We believe
the detail of information and recommendations contained in the larger
volume will prove useful in clarifying how the system operates and

suggesting ways in which it could be improved. The full report
includes chapters omn:
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@ Assessment law and standards

¢ Analysis of the accuracy and equity of assessments
e Methods and procedures used in assessment '
o Operation of the office of assessments

e Appeal process

e Policy considerations of assessment and property taxation

Conclusion

The system of property assessment, as it is operated by the
State in Montgomery County, may compare reasonably well with the
average assessment system around the State and nation, but it falls
short of the system it could be. There are numerous reasons for the
deficiencies we found, not least of which is the public's unwilling-
ness to accept the margins of error, ambiguity, and assessor judgment
that it may not have questioned in the past. We believe many improve-
ments can be made simply by pointing them out; the assessment office
desires to perform its job well, and wants to be perceived by the
public as a fair and professional operation. Other improvements,
however, will require stronger action since they may encounter
resistance from the many interests —- including those at the State
and County levels and taxpayers themselves -- who tend to benefit
from inequities or longstanding modes of operation in the current
system,

Part of the problem lies in the lack of clear accountability
for performance of the assessment system. The County Council took
the initiative to establish this Task Force, yet the Council has no
direct authority for property assessment. We strongly encourage
the State government to take the actions we recommend for improve-—
ment, and urge the County Council to continue its leadership, and
the County Executive to use the formidable powers of his office,
in pressing for a more equitable assessment system.

In the end, however, change will result principally in response
to the public's demand for it. We hope this report will help
citizens better understand how the assessment process works, where
action should be directed for maximum impact, and to what extent
concern about assessments reflects a deeper frustration with
government cost and performance.
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15 November 1978

The Honorable Elizabeth L. Scull, President
Montgomery County Council

100 Maryland Avenue

Rockville, Maryland 20850

Dear Mrs. Scull:

Attached is the Final Report of the Task Force on Real Property
Assessment Practices. This completes the work of the Task Force.

While assessment is not an cxact science, and while assess-
ments in Montgomery County may be more equitable than in many other
jurisdictions, inequities do exist which could be corrected. Unfor-
tunately, most of the necessary steps require action by the State
since the County has little control over the State Department of
Assessment and Taxation. For this reason, we recommend that this
report be transmitted to the State Director of Assessments and
Taxation, and to the members of the Montgomery County Delegation
to Annapolis, as well as to the members of the County Council, to
the County Executive, and to the Supervisor of Assessments for
Montgomery County.

The report reflects the hard work, persistence and cooperation
of the members of the Task Force, and the able leadership of Scott
Fosler, who led the effort from its beginning in April, 1977 until
August, 1978, The Task Force, in turn, had the full cooperation of
all the public agencies and officials involved in the assessment
process: the State Department of Assessment and Taxationm, and its
Supervisor of Assessments for Montgomery County; the Property Tax
Assessment Appeal Board; the County Public Advocate for Assessments
and Taxation; Department of Finance; Management Information Service;
and the County Attorney's Office. People to whom we are grateful
for their special assistance include: E. E. Rhinehart, Computer
Systems Team Leader, Management Information Service; Dr. Ira Epstein,
Urban Economist, Research Division, Maryland National Capital Park
and Planning Commission; Lawrence Ford, Systems Analyst, Office of
Research and Statistics, Fairfax County; and the Council Staff with
special assistance from Joanne Jacka, Catherine Stover, and Charles
Marsteller.




The Honorable Elizabeth L. Scull 15 November 1978
Page 2

We are also specially indebted to Councilman Neal Potter for
giving us his time and expertise.

The Task Force believes the citizens of Montgomery County can
be confident that this report represents a careful and objective
review of property assessment in Montgomery County.

Sincerely,

Acting Chairm o
Task Force on Real Property
Assessment Practices
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PRINCIPAL FINDINGS AND RECOMMENDATIONS

Property Laxes have increased faster than the cost of living
in Montgomery County becausé as assessments have risen in response
to increasing property values, there has been no corresponding rgduc-
tion in the property tax rate. This situation has raised three types
of concerns.

First, rising property taxes are burdensome to all who pay them.
The increasing tax burden on property owners results both from the
need for government to raise revenue to finance the Increasing cost
of government, and from the proportionate share that property taxes
represent of all revenug sources. The rising cost of government can
only be curbed by reducing the level of government sexrvices, or
improving the management of resources. The proportionate share of the
cost of government borne by the pProperty taxpayer can only be reduced
by shifting part of the tax burden to other sources of revenue.

Second, some property owners are suffering an inordinate burden
because thelr property taxes consume so high a proportion of their
income. The Task Forée recormends this problem be addressed in part
. through extension of the property tax circuilt breaker.

Third, there 1s concern that property assessﬁents are not
equitable. The Task Force concluded that while assessments in
Montgomery County may be more equitable than iﬁ many other jurisdig-
tions, inequities do exist that could be corrected. The Task Force
*1s requested by the County Council to direct its attention princi-

pally to thils question.




There are several types of assessment inequities:
© While nearly all properties are assessed below the percentage
of market value required by State law, all properties are not

assegsed at uniform rates.

i ® Properties in various geographical areas of the County tend to
have varying rates of assessment.

e ' Assessment rates can differ between higher-priced and lower-
priced property.

© Assessment rates tend to vary among different categories of
2 properties.

While the inequities on the average are not enormoué, some are suf-
. ficiently large that they should be, and could be, corrected. One of

the prinecipal reasoné for perceived inequities i1s that public standards
of fairn;ss in assessment have become more demanding as assessments and
property taxes have risen. Consequently even 1f assessments have become
more accurate and equitable over the years, the public's desire for equal
assessment and smaller margins of error has become evea'more exacting.

Since property assessment in Montgomery County is the responsibility
of the State of Maryland, most of the actions that can be taken to improve
the assessment system must be initiated by the State government. The
Task Force believes that a series of actions is required, and recommends
specific changes inrseveral areas., Some of these recommendations, which
were first published in March 1978, have since been enacted into law as
indicated.

Clarifying Standards

@ that income capitalization be one of the approaches used to
determine assessments for commercial/industrial as well as
apartment properties.
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that corrective measures should be used to assure that assess—
ments of commercial/industrial and apartment properties do not
result in disproportionately lower assessment ratios than
apply to residential properties that are assessed by the
sales -“lethod.

that the assessor more aggressively use the authority to
request owners of commercial/industrial and apartment proper-
ties to submit income and expense data to the assessor's
office. (Authority strengthened in 1978 by SB 660)

that the State assessment manuals include definitions and
procedures for the sales and income approaches to assess-—
ment, as well as the cost of replacement approach, or that
at a minimum, the manual specify procedures or reference
documents to be used in making appraisals using the sales
and income approaches.

that both the assessment manuals and the directives of the
State Department of Assessments and Taxation relating to
methods for assessing property, be made available to the
public in the Supervisor of Assessments' offices and in
public libraries. (Implemented in 1978 by SB 907)

that the assessment level as a proportion of market value
should remain constant so that taxpayers can better under-
stand the relationship between the assessment and the tax
rate, and not be misled into thinking that reduction in
assessments will necessarily result in a reduction in
property taxes.

that all properties continue to be reassessed on an annual
basis.

Improving Methods and Procedures

that the County Supervisor of Assessments use objective
statistical techniques for the appraisal process, document
the range of possible appraisals for each property, and make
explicit the nature and effect of judgments made by the
assessor in arriving at a final assessment.

that Montgomery County be provided with a more effective,
computer-based system that would provide alternative valua-
tions for each property -- including the cost of replacement,
sales and trend analysis ~~ to aid the assessor in making
more accurate and uniform assessments, and to facilitate
understanding and review by the taxpayer. The computer system
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should also be used to adjust all agsessments using the latest
available sales data so that uniformity is established as close
to the date of finality as possible. We would prefer that the
State Director of Assessments and Taxation plan, implement and
fund such a system in the near future. If the State cannot or
will not do this, we believe the County should be enabled to
develop such a system on a cooperative basis with the Office of
Assessments and Taxation, using supplemental funding provided
by the County.

® that the assessor retain, along with his sales analysis, a
record of the analysis leading to his decision to depart from
the factors prescribed in the manual and an identification
of the properties (or types of property) to which the adjusted
factor was applied.

® that increased resources be allotted for training of the
existing staff and for the addition of specialized staff so
as to improve its ability to assess commercial and industrial
property.

Strengthéning Management

® that the State Director take steps to assure that each divi-
sion of his Department, including the Montgomery County office,
achieve its highest potential of performance, and that state-
wide standards for assessment procedure be tailored so as not
to prevent or discourage the Montgomery County“office, or other
local offices, from employing the most advanced assessment
techniques and technology.

@ that the State continue its effort to achieve uniformity of
assessments among jurisdictions throughout the State; however,
we believe it would be preferable to urge all divisions to move
toward the highest standards of performance rather than toward

© an average or medlocre standard. We further recommend that
for purposes of levying the State property tax and determining
distribution of State grant funds, adjustments in the property
base be made to fully account for the lack of uniformity of
assessments of the State's subdivisions.

® that steps also be taken to give the County government a more
direct influence in the assessment system to assure continual
improvement in equity. :

® that the County Supervisor establish an annual assessment
system improvement process.
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© that the County Delegation introduce legislation supporting
pay differentials among different counties, so that assessors
and othor personnel in like positions can afford to live in
the ¢~ mties where they are assigned to work.

® that the State Secretary of Personnel (1) establish a pay
increase differential for assessors handling such specialized
functions as commercial, personal property and farm assess-
ments, and (2) establish an intermediate managerial position
between the present Assessor III and Field Supervisor posi-
tions.

Evaluating Performance

@ that the Montgomery County Supervisor of Assessments should
assess the accuracy and uniformity of assessments as of the
date of finality, using a widely accepted method of statis-—
tical evaluation, and should issue annually a report on pat-—
terns of assessment changes and assessment accuracy and
uniformity among classes of property, districts, and sub-
divisions.

® that the State Department of Assessments and Taxation should
place greater emphasis on developing the capability and pro-
viding the incentive for more effective evaluation of County

assessments.

The Appeal Process

© (1) continuation of the recently instituted procedure of
making the applicable residential sales analysis available
to a property owner upon request; (2) compilation and publi-
cation of stated reasons for assessment reduction before
PTAAB and Tax Court; (3) report of reason for assessment
change; (4) extension of the appeal period from 30 to 45 days
after notice of assessment; and (5) provision of assessment
interpretation aid to property owners by a paraprofessional
located within the Supervisor's office.

® that the assessor be limited in defense of his assessment
to sales in the base period used to establish the original

assessment.

® the systematic assemblage, organization by property class
and reason for appeal, and evaluation and feedback into
assessment and appeal processes, of the results of appeals;
and publication annually of a report of these results by sub-
division in terms of numbers of appeals, amount of assessment




and percent of assessment change; and that adequate staff
be provided for these tasks.

® that the name of the Public Advocate be changed to the
office of Assessment Review, and that it be provided
sufficient resources to permit the Office to step up its
activities, including continual use and further development
of the computer-based evaluation program established by the
Management Information Service in conjunction with the
Task Force.

Informing the Public

® that a pamphlet be prepared by the County government
explaining property tax assessments and appeal procedures
in layman's terms.
The Task Force believes there is a genuine desire on the part
of all involved in the assessment process to achieve the highest

degree of equity possible. We hope our report will provide a guide

to cooperative and constructive action toward that goal.
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CHAPTER I

INTRODUCTION AND SUMMARY

A, Introduction

The Task Force on Real Property Assessment Practices was creatgd
by.the County Council to identify any inequities in the assessment syﬁtem,
and, if discovered, to recommend ways of correcting them. The Taék Fﬁrce
has concluded that there are inequities in property asseésmedt_in
Montgomery County; some are the inevitable consequence of ;he limits to
the precision of assessment standards and appraisal techniques, while
others are subject to correction through more effective operation of the
State assessment system.

Measured against the standards of the past and the average quality
of property assessment nationwide, the assessment system adminislered by
the Stéte of Maryland in Montgomery County probably compares favorably.
Compared, however, to the higher standafds of accuracy and equity ;ow
demanded by taxpayers, and to the superior quality of property assesé—
ment achieved by the nation's best assessment systems using up-to-date
techniques, the assessment of property in Montgomery County could be sub-
stantially improved. ;

The first step toward achieving the standards we believe botﬁ
desirable and possible is for all interested parties —— taxpayers, State
assessment officials, County officials, and others —— to recognizé that
improvement will require numerous modifications rather than one or two

major changes. To achieve these modifications in a coordinated fashion
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will require cooperation. We believe there is a genuine desire on the
part of all parties to improve the practice of broperty assessment in
Montgomery County. We offer the following analysis and recommendations
as a guide to this cooperative action. Some 6f those recommendations,
‘which were first pubiiéhed in March, 1978, have siﬁge been enacted into
law as indicated.

B. Assessments in Perspective

The public perception that property assessments have risen at
extraordinarily high rates in recent years is accurate. Between 1972 and
1977 assessments on existing residential property increased by 102 percent
wh;le the Consumer Price Index rose 48.9 percent.l There 1is widespread
misunderstanding, however, as to the relationship between assessments
and propért&.taxes. Assessments have Increased because the property
valués; on:ﬁhich assessments are based, have risen. Property taxes have
incfeaéed because as assessments have goﬁe up there has been no offsetting
decrease;in the property tax rate.

All too often, the assessor —- whose job 1is simply to determine the
value of:property ~- is a visible and convenient target for general com-
plainfs ébbut taxes, inflation, and the cost of government over which he
has no control. The appropriate question to raiée with the assessor is

whether assessments are accurate and equitable.

1Ira Epstein, Analysis of Growth in Montgomery County Real Property
Tax Base, FY 1967~1968 to FY 1976-1977, Montgomery County Planning Board,
August 1977, p. 16. Calculations were made by Dr. Epstein based on data
in Table 7.
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The growing perception of inequity in assessments is partly attri-
butable to the public's unwillingness to accept margins of.error or assessor
'judgmeﬁt that Lave been accepted in the past. When assessments rise, per-
ceived inequities become more obvious and more onerous. Public standards
and scrutiny of the assessment process haveoutpaced improvements in the
precision of assessment in Montgomery County.

No matter how much assessment practices may have improved in Mont-
gomery COuﬁty in the past, and no matter what degree of inequity may
persist in the future as a consequence of the 1imits to assessment accu-
'racy, the first ordér ofAbusiness is to assure that property assessment
is as accurate and equitable as possible through the use of the best
available assessment practices, and to assure the public that every
effort is being made to achieve the fairest possible system of property
assessment.

Achieving equity in assessments will not reduce the overall tax
burden required to fund the current level of government. That can only
be accomplished by restraining the cost of government.

Nor wiil equitable assessments necessariiy provide relief to those
;itizens whose property tax burden has risen substantially faster than
their incomes. Such relief will require more dirgct action. We support
relief for hardpressed property taxpayers, especially those on modest
incomes who are compelled to pay an inordinate proportion of their income
in housing costs, which include property taxes. Whatever action is taken,
however, to lessen the burden on specific classes of property taxpayers

should not impede the professional determination of accurate and equitable
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assessments. Legislative actions that divert the assessor from deter-
mining the actual market value of property do a disservice by imposing
distortions and compounding, rather than correcting, assessment inequities.

As a means of providing direct relief to property owners who have been

hardest hit by rising assessments, we recommend extension of the property

tax circuit breaker to all age groups that qualify under established

income and net-worth criteria.

The Task Force focused its attention on ways to assure that property
assessments are as equitable éé possible. With a clear understanding of
the role of assessments in determining property'taxes; and with confidence
that property is equitably assessed, the puﬁlic and government officials
should be getter able to address the separable questiomnr of how to relieve
the burden on property taxpayers through changes in tax rates.

(05 Thé Property Assessment System

The property tax is presently the single most important source of
revenue for the County government. It generated an estimated $203.8
million for the Montgomery County government in FY 1977, or about 42 per-
cent of total County government revenues. The County income tax, by com-
par%Son, produced an estimated $80 million in the same year, or about i2
pexcent of County'reﬁenue. The real property assessable base in Mont-

gomery County was $5.6 billion in 1977.2 Real property accounts for about

2Statistical Profile of Montgomery County, Montgomery County Govern-—

ment, p. 9-8.




88 percent of total assessable base; personal property accounts for.

the other 12 percent, a share that has slipped from about 14 percent

in 1968.°3

The distinction between property assessments and préperty tax
rates should be made clear. The assessment is the estimated "full
cash value" -- or market value of the property minus a percentage
known as the "inflation factor." The inflation factor has been 50%
in recent years, but in 1978 it was increased to 55% for owner occupied
‘residences only. The property tax rate is the amount each property owner
must pay for every $100 of assessed value.

Assume, for example, a non-residential property is determined to
have a market vaiue of $50,000 and the tax rate is set at $4.00 per $100

of assessment. The actual tax paid would be the following:

Estimated market value

or valuation g $50, 000
Minus 50 percent 25,000
Assessment $25,000
Tax rate x $4.00 (per $100 of
assessment)
Tax | | $1000.00

The assessment of property in Montgomery County is the responsibility
of the State of Maryland. The State Department of Assessments and Taxa-
tion maintains an office in Rockville known as the Office of the Super-

visor of Assessments for Montgomery County, which assesses all property in

3Ira Epstein, op. cit., p. 2
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Montgomery County according to State law and State guidelines, and is
completely independent of the County government. Any changes in the
assessment system must be undertaken by the State.

The assessment éstablished by the State is used as a base against
which various tax rates are applied. The principal property tax rate is
set by the County government, according to a formula which accounts in
part for the type of services.received by residenés. Additional fax
rates are set by municipalities and special tax areas.for thelr residents,
and by the State government which currently levies a 20¢ tax per élOO on
all taxable property. All of these property tax rates are combined and
coliected simultaneously by the County government which distributes the
revenueé,to the various governments that levied the taxeé. Thus, while
the average property tax rate in 1977 was $3.93 on each $100 of assessed
value, tax rates applied to individual properties ranged from é low of.
$3.34 to a high of $4.75 depending on the location of property and tﬂe
services received. The key point, however, is that the tax rates are
set independently by taxing authorities, while the assessment of.property
.in undertaken independently by the State. |

D. Methods of Assessment

The State assessor uses one or a combination of three methods to

determine the "full cash value" of a property.

4More technical definitions of the three methods of determining value
are as follows:

"1) Market - An appraisal technique in which the market value esti-
mate is predicated upon prices pald in actual market transactions and
current listings, the former fixing the lower limit of value in a static
or advancing market (price wise), and fixing the higher limit of value in
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1) Market or sales - determining how much the property would sell

for on the open market by comparing recent sales of comparable
propeicies;

2) Income - estimating the value of the property according to the
income it generates;

3) Cost of replacement - estimating the cost of replacing or recon~

structing the "improvements" or buildings. -

1. Residential Assessment

In assessing residential property, the assessor uses a combina-
tion of the sales and replacement approaches. The overall value of a
property is determined by comparison of recent sales of similar properties
in the same subdivision, or neighborhood. The qverall estimate of value
is divided into two parts: the improvement (typically the house and

garage), and land.

a declining market; and the latter fixing the higher limit in any market.
It is a process of correlation and analysis of similar recently sold pro-
perties. The reliability of this technique is dependent upon (a) the
degree of comparability of each property with the property under appraisal,
(b) the time of the sale, (c¢) the verification of the sale data, and (d)
the absence of unusual conditions affecting the sale.

2) 1Income - An appraisal technique in which the anticipated net
income is processed to indicate the capital amount of the investment which
produces the net income. The capital amount, called the capitalized value,
is, in effect, the sum of the anticipated annual rents less the loss of
interest until the time of collection. The reliability of this technique
is dependent upon four conditions: (a) the reasonableness of the estimate
of the anticipated net annual income, (b) the duration of the net annual
income, usually the economic life of the building; (c) the capitalization
(discount rate); and (d) the method of conversion (income to capital).

3) Cost of replacement — A method in which the value of a property is
derived by estimating the replacement or reproduction cost of the improvements;
deducting therefrom the estimated depreciation; and then adding the market
value of the land. This approach is based upon the assumption that the repro-
duction cost now normally sets the upper limit of building value provided
that the improvement represents the highest and best use of land."
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The value of improvements is estimated by the "cost of replace-
ment' approach. The physical characteristics of each property are deter-
mined by a visit to the ﬁroperty by an assessor once every three years
and are recorded on ;n individual worksheet for each property. Such
physical inspections are typically brief, taking no more than several
minutes, and rarely include an inspection by the assessor inside the
dwelling. The assessor estimates the value of each physical feature of
the improvement, using cost factors and methods contained in a manual
issued by the State assessment office as a general but not binding guide.

The land value is estimated to be the residual, or the difference,
between the total value of the property as determined by sales of com~
parable properties, and the value of improvements as determined by the
cost of replacemenp apprbach. Land values, however, may be adjusted
according to prevailing market values per square foot of similar pro-
pertieé.

2. Commercial/Industrial Assessment

Commercial and industrial properties are assessed principally
by the cost—-replacement method. The sales method is used only to a
limited e#tent.since there are few sales of comparable commercial proper-
ties in any given year. The income method is rarely used since commercial
property owners do not submit -- nor could they be compelled to submit —-
the income data needed for such a calculation. However, SB660 which became
law in May, 1978, now requires submission of such data.

3. Apartment Assessment

Assessment of apartments is determined principally by the income

method, along with some sales comparison. About 30 percent of apartment
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owners submit income data voluntarily in response to a request from the
assessors. These comparative income data are the base used to establish
the value of a .. apartments.

E. Extent of Inequity in Assessments

To what extent is the real property assessment system equitable?
By."equity" we mean principally the uniformity of assessments. Under
Maryland law uniformity is achieved when every property is assessed at
the.same'proportion of market value. Prior to 1978, all properties
were supposed to be assessed at 50 percent of market value -on
the date of finality (which is January 1st of the 1e§y year). Conse-
queﬁt]y, while a property assessed at 40 percent is underéssessed accord--
ing to State law and standards, ﬁroperty assessed at 30 pefcent is not
oﬁly underassessed but is paying a disproportionately smaller share of
taxes than the property assessed at 40 percent, even though both properties
are underassessed. Put another way, inequity among property assessments
results when properties are assessed at different, or non-uniform, pro; T

portions of their respective market values, even if all are assessed at

the percentage of market value required by State law.

The term "inequity" in this sense does not refer to property owners
whose property -tax may consume an inordinately high proporgion of their
income. Even if assessments were uniform and hence technically "equitable,"
some property.owners may pay a much larger proportion of their income in
property taxes than others, to the point that property taxes pléce a

severe and inordinate strain on their budgets. This is a serious problem-

that needs to be addressed, but it is separable from the more narrow
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question of whether properties are assessed at a uniform proportion of
market value.

In order to identify any inequities among property assessments in
Montgomery'County, the Task Force worked with the County Management
Information Service to produce a computer—based'analysis of most property
sales in the County from 1974 to 1977 compared with their assessments.5
This analysis provides the first comprehensive evaluation of assessment/
sales ratios ever done in the County.6 It was supplemented by other data
to determine the extent of inequities in property assessment.

In making this analysis, the Task Force had to face a key decision:
what time period to use for identifying sales which are to be compared with
the asseSSment'for a particular levy year. The law requires that assess-—

ments be set uniformly relative to the value of the date of finality.

The assessor, for practical reasons which will be discussed later, makes

assessments on the basis of sales which occur 12 to 30 months prior to

the date of finality. Yet, most evaluations of assessment systems com—

pare assessments with sales occuring in the year following the date of

finality. This last method, the one we chose to use, is really the acid

5There are instances where property sales are not conducted at
. "arms.length.#' and hence the sales price may not reflect "real market
value," as fffr example when a father sells his son a property at a

reduced pricg. The analysis attempts to account for such sales by
eliminating assessment/sales ratios greater than 60 percent or less

than 20 percent on the assumption that these extremes do not EesulC])
from inaccurate assessments but unusual circumstances related to the
sale of the property. ;

6The assessment/sales, or A/S, ratio is obtained by dividing the
assessed value of a property by its sale price.




test of an assessment system. A "perfecp score” would require the assessor
to project inflation rates an average of six months beyond the date of
finality —-- sc.ething assessors are currently forbidden by law to do.
So, under this standard, even an assessment system which established per-
fect uniformity on the date of finality would exhibit some dispersion due
to unequal rates of inflation during the following yeaf. Naturally, a
system which establishes uniformity in a period of 12 to 30 months prior
to the date of finality would likely produce greater disparities.
Why, then, was this method used, rather than comparing assessments
with the sales period used by the assessor in making thé assessments? The
stringent method wés used for two reasons:
i) It is a method.widely used for overall evaluation of assessment
systems. A

2) We bglieve that establishing uniformity as of any date or time
period prior to the date of finality could result in an inequity
by favoring those properties which are appreciating more rapidly.
Such properties are assessed lower, relative to all properties,
than they would be if assessed on the date of finality as required

by law.

s, £
L

We recognize that practical considerations currently }imit the
ability of the Montgomery County assessor to assess properties as of the
date of finality.. Further, we recognize that the Montgomefy County Asseg-—
sor has been directed By the State Director to use the earlier time period
in establishing uniform assessments. Nonetheless, we feel that the

resulting disparities are in fact inequities, and are at least partly
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correctable by means which will be discussed later, It should also be
stressed that the analysis deals only with properties that sold during
the period studied. We believe it 1is reasonable to assume that these
properties in general, and except when specified, tend to be representa—
~ tive of all properties. However, that assumption has not been verified
by any test of statistical significance. Consequently, discretion is
requifed in reaching conclusions from these data.

The disparities reflected in the analysis are of several types.

First, assessment/sales ratios can vary substantially from property to

property. The average A/S ratio for residential properties sold in FY 1977
was 41. About 43 percent of those properties had A/S ratios between 38
and 44, or we}e reasonably close to the average for all propefties.
However, 18 percent of the properties had A/S ratios below 38, while 39
percent had A/S ratios above 44. This means that a substantial proportion
of properties (the 39 percent with A/S ratios above 44) were assessed

at rates that were at least 12 percent higher than another group of pro-
perties (the 18 percent with A/S ratios below 38).

Second, assessment/sales ratios can vary from one geographical area

of the County to another. Four assessment districts (which correspond to

election districts) comprise 75 percent of all residential properties and

of properties sold in FY 1977; Rockville (District 4), Bethesda (District

7The standard deviation of the mean for residential properties sold
in FY 1977 was plus or minus 5 ratio points above the Countywide mean
A/S ratio of 41 for that class of properties. That is, about two-thirds
of the properties in that class had A/S ratios between 36 and 46.
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7), Gaithersburg (District 9), and Wheaton (District 13). The Bethesda
district had an average A/S ratio that was 5 ratio points below that of
Gaithersburg . . residential properties sold in FY 1977. While tﬁis means
that many of the properties in Bethesda were underassessed compared to
properties in Gaithersburg, it is also the case that other properties
in Bethesda were overassessed compared to some properties in Gaithersburg.
The disparities are greater i1f the smaller assessment districts are
taken into account. For example, in Gaithersburg, District 9, 58.4 per-
cent of properties had A/S ratios above 44, while in District 2, Clarks-
burg, only 18 percent of the properties had A/S ratios above LG8 In)
District 3, Poolesville, only 9 percent of the properties had A/S ratios
below 38, while in District 11, Barnesville, 60 percent of the properties
had A/S ratios below 38.

Third, assessment/sales ratios can differ between higher~priced

and lower-priced properties. While the Task Force did not have the

resources to analyze these differences in the detail that would be desir—
able to establish a precise indication of their statistical significance,
our judgment is that the assessment process tends to result in a relative
disadvantage for some lower—priced properties, and a relative advantage for
some higher-priced properties. As can be seen in the table below, there

is a small but consistent progression of differences of average ratios

that seems to indicate a tendency toward an inverse relationship between

the sale price of property and its proportionate level of assessment.
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Residential Sales

Price Average A/S Ratio (FY 77)
0 - § 50,000 43.7 .
$ 50,000 - $ 75,000 42.1
$ 75,000 - $100,000 40.9
$100,000‘- $150,000 38.7
$150,000 and above 37.4

The differences in average A/S ratios from one price category to the
next are so small in fact that they may not be significant. However, the
difference between the lowest price category and the highest price cate-
gory —— the average A/S ratio for the 0-$50,000 category 1s 16 percent
higher thaq the average A/S ratio for the $150,000 and above category —--—
is sufficiently large as to indicate a problem does exist. Moreover,
the fact that the tendency is consistent among all price categories, for
all property classifications, and for all the years studied, strongly
suggests that the tendency is not simply the result of statistical happen-
stance. '

This does not necessarily mean that owners of lower-priced homes
are paying higher taxes than owners of higher-priced homes. Even if &
higher-priced home had a lower relative assessment the actual value of
assessment may still be higher than those of lower-priced homes, and so
the resulting property tax paid would also be higher. Nor would it
necessarily follow that poorer taxpayers are thereby subsidizing richer
taxpayers; a person with a modest pension living in a higher—priéed
house that may be relatively underassessed, may nonetheless by "poorer"

than a person with a high income living in a lower-priced house that is
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relatively overassessed. It should also be noted that the indicated A/S
ratios are averages for the various price ranges; the tendency may not
hold true for _very property, since, for example, a given lower-priced
property may have an A/S ratio lower than a higher-priced property. The
important point is that assessments are supposed to reflect the actual
market value of properties, and the evidence suggests a tendency for some
higher-priced properties to be underassessed relative to some lower-
priced properties.

There may be two principal explanations for this tendency. One is
that higher-priced properties appreciate at a more rapid rate than lower-
priced properties, so that while the assessments may be uniform when they
are calculated by the assessor, by the time the assessments are formally
established for a levy year the property values have increased at dif-
ferent rates, resulting in a lack of uniformity in A/S ratios at the time
the property tax is levied.

A second explanation is that because there are few properties in
the highest and lowest price categories, the mass assessment techniques
used by the assessor are not as accurate for those categories as for
the middle price ranges where there are more properties and hence greater
consistency and reliability in assessment techniques.

Fourth, assessment/sales ratios can vary among the different clas-

sifications of property. The average A/S ratios for the various classes

of property in 1977 were as follows:

Class of Property Average A/S Ratio
Condominium 44,7 »
Residential 41.0 U
Commercial/Industrial 37.5
Apartment 36.8
Farm 18.4
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The unusually low A/S ratio for farms can be explained principally
by the fact that according to State law, farmland 1s not intended to be
assessed at market value, but rather on the basis of its value as farm-
land. Thus, a farm may have a potential market value significantly higher
than its assessed value as farmland so that when it sells at its real
market value, the A/S ratio will tend to_be low. Some farm property is
held for speculative burposes and continues to be assessed at farmland
values far below its real market value for residential or commercial use.

The average A/S ratlo for commercial/industrial and apartment pro-
perties sold in 1977 may not be representative of all properties in
those two classes. There are relatively few sales of commercial/industrial
or apartment properties in any year, and most of those sales tend to be
of lower-priced properties. Not only do lower-priced properties tend to
have higher A/S ratios, but many of the commercial/industrial and apartment
properties that do sell are those which are likely to be less profitable
than the average and hence would sell at relatively lower prices, thereby
producing a higher A/S ratio.

Further evidence also suggests that commercial/industrial property
may be underassessed relative to residentlal property. Here again, the
data are not conclusive, but are highly suggestive. In the six year period
FY 1972—73 to FY 1977-78, the assessments on exlsting commercial/indus-
trial properties increased by only 39.1 percent while the assessments on
single-family residential property increased by 102.0 percent, Or two-and
one-half times as fast. The disparity in rates of assessment increase

between the two classes of property does not in itself demonstrate an
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inequity in assessment since the respective assessment rate increases

may reflect different rates in the growth of actual commercial and resi-
dential propercy values. It is important to note, however, that during
this period the national Boeckh construction cost index for commercial

and factory construction incfeased 54.2 percent while the residential
construction cost index increased by only 49.0 percent. Thus, although
nationally the cost of commercial/indusgrial'construction increase was

5 percent greater than for residences, aésessments of commercial/indus-
trial property increased less than the cost of construction, while residen-
tial assessments increased more than twice as fast as the cost of construc—
tion. This is especially troubling given the fact that commercia/industrial
property 1s assessed by the cost of replacement approach, and thus would
seem to be expected to rise commensurately with increases in prevailing
construction costs. By contrast, residential and commercial/industrial
property assessments in Fairfax County have tended to rise at more nearly

similar rates.

8Memorandum from County Executive Leonard Wharton to Fairfax County
Board of Supervisors, May 23, 1977, "Comparison of Assessed Value Changes
for Commercial and Industrial Properties versus Residential Properties."”
Attachment $. The percent change in assessed value of commercial and
industrial property, 1970-1977, was 75.4% and for residential property
1570-1977, was 75.2%. These figures include additions to the assessable
base, and hence are not totally comparable to the figures shown for Mont-
gomery County.
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Average Annual Increase in Assessments¥®

Commercial/ Single~Family Consumer
Industrial Residential Price Index
FY 72-73 3.6 7.4 2.7
FY 73-74 -4.8 11.6 6.1
FY 74-75 14.6 20.0 10.7
FY 75-76 1.0 13.0 8.4
FY 76-77 10.3 12.8 i)
FY 77-78 ' 10.5 10.2 7.1
Total increase 39.1% 102.0% 48.9%

* Percentages reflect increased assessments for existing property and do
not include additions to the assessable base.

Source: Ira Epstein, Analysis of Growth in Montgomery County Real Property

Tax Baée, FY 1967-1968 to FY 1976-1977, Montgomery County Planning Board,

August, 1977.

Fifth, there are varying degrees of uniformity among assessments,

as indicated by the coefficients of dispersion. The "coefficient of dis-

person" (COD) measures the degree of uniformity in assessments among
properties examined. The COD's in Montgomery County for Commercial/
Industrial (23.5 percent), Apartment (21.5 percent), and Farm (39.4 per-
cent) properties were significantly higher than for Residential property
(9.2 percent). While the COD of 9 percent for residential properties

in Montgomery County in 1977 may be considered acceptable, by professional
assessment standards, it is greater than the 5 percent COD achieved by

Fairfax County9 for all properties.

9Memorandum from County Executive Leonard Wharton to Fairfax County
Board of Supervisors, May 23, 1977, p. 2.
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F. Possible Sources of Inequity

The inequities identified by the Task Force have various sources,
some of which operate in combination.

One source of the lack of uniformity in assessments which can never
be fully eliminated is human and machine error, differences in assessor
judgment, and the limits of technical accuracy. We believe, however,
that these factors can be minimized, and that together they should account
for no more than plus or minus 5 percent 1in the assessment of any given
property, a margin of error that is well within the capability of modern
assessment practices.

Beyond the reasonable margin of error, however, the Task Force found
that problemé in establishing accurate and uniform assessments can
derive from each of the major componeﬁts of the assessment system. Of
these, we focused on five, each of which is discussed in greater detail
in the full Task Force report:

Standards and definitions - State law establishes the bases for

property assessment, either by setting definite standards and defi-

nitions -- i.e., what is to be assessed by whom in what manner -- or
by determining the process by which they are to be set.

Methods and procedures - State law currently leaves substantial
latitude for the State Department of Assessments and Taxation to
determine what methods will be used to value property, and what
procedures will be followed in the execution of those methods.

The Department uses a combination of judicial interpretation, pro-
fessional practice, and its own judgment in establishing methods and
procedures.

Administration of Assessments ~ Assessments are actually made by
people organized to carry out work using technical apparatus -~ such
as maps, files, data, data processing equipment -- and following a
combination of formal and informal practice. The quality and effec-
tiveness of the people, the manner in which they are organized and
function, and the methods, procedures, and equipment they actually
use, will determine the extent to which the formal assessment stan-
dards are met and equity achieved.
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Evaluation - Formal and systematic evaluation can check the accuracy
of assessments, ldentify deficlencies that cause 1naccurate or
inequitable assessments, and lead to corrective action.

Appeal Process - Appeals provide one form of assessment evaluation,
Timited to those taxpayers who protest assessments as being inaccurate
or inequitable. The appeal process, however, not only can redress
individual grievances, but can also provide information as to generic
deficlencies in the system. On the other hand, to the extent the
appeal process fails to correct errors, or favors one class of
property over another, it can perpetuate or create inequities.

Deficiencies in any one of these components can produce inequities.
Each also needs to function in harmony with the others if the overall
system is to operate in a balanced, integrated manner to constantly check
its own performance, correct errors, and make improvements that will result
in greater accuracy and equity.

The assessment system is far too complex for any outside group --
be it a citizen's task force or the State Legislature -— to identify the
precise causes of every inequity or deficiency in operation. The system
must be structured in such a way as to provide the capabiiity and the
incentive to continually improve itself. This is a complex and full-
time job that can only be accomplished by the assessors themselves. The
most that can be accomplished from the outside is to periodically evaluate
assessment equity and accuracy, identify key problems, correct the struc-
ture and management of the system to enhance 1ts capability, and increase
incentive for continued self-improvement.

G. Recommendations

The Task Force gave some consideration to proposals for fundamental
changes in the current system of property assessment and taxation, some

of which were submitted by citizens during public hearings and in writing.
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One proposal, for example, was to eliminate the practice of establishing

a dollar assescment of property in favor of a system of "assessment

units" based ou a few clearly defined physical and locational features

of the property. The tax rate would then be applied against the number of
"assessment units" for each property. Another proposal was the long-
_standing idea of taxing only land, and not improvements. We determined
that such fundamental changes may have some merit, but that their advan-
tages over the existing system were not so immediately obvious, nor their
disadvantages sufficiently understood, for us to recommend a major change
in the system. Rather, we urge further consideration of long~term changes,
but focus our attention in this report on ways to impfove the existing
system.

1. Clarifying Standards

State law requires that property be assessed at "full cash value"
which "shall mean current value less an allowance for inflation ..."
Full cash value has been regularly interpreted by the courts to mean market
value, however professional definitions of market value vary, and approaches
to determining market value vary for different types of property. As a
practical matter, it is difficult to use the sales method in assessing
commercial/industrial and apartment properties since there are few sales
of comparable properties for those classes of properties. At present,
however, only the cost of replacement approach is used for commercial/
industrial assessments (with minor exceptions) unless the assessment is

appealed in which case income data may be used by either the property

owner or the assessor to justify the assessment or argue for an adjustment.
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A limited form of income capitalization is used for apartments, since
only about 30 percent of apartment owners comply with the assessor's
request for income data. While it would be desirable whenever possible
to use comparable sales to establish assessments for these classes of

property, we recommend that income capitalization be one of the approaches

used to determine assessments for commercial/industrial as well as apart-

ment properties.

The cost of replacement and income approaches can tend to under-

state real market value, especially in inflationary periods. Correc—.

tive measures should be used to assure that assessments of commercial/

industrial and apartment properties do not result in disproportionately

jower assessment ratios than apply to residential properties that are

assessed by the sales method. One corrective approach would be to apply

a cost bf construction index, such as the Boeckh index, in determining or
adjusting commercial/industrial and apartment assessments.

Income data are currently requested from apartment owners om a
voluntary basis, with no penalty for non-compliance. In most instances
income data are supplied by commercial/industrial property owners only
when they feel that their assessment is too high in order to argue for

an assessment reduction. We recommend that the assessor more aggressively

use the authority to request owners of commercial/industrial and apartment

properties to submit income and expense data to the assessor's office.

The assessment manuals issued by the State Department of Assessments
and Taxation and used as guides by the local assessment offices cover

only the cost of replacement approach and ignore the sales and income
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approaches. We recommend that the State assessment manuals include

definitions and procedures for the sales and income approaches to assess-—

ment, as well as the cost of replacement approach, or that at a minimum,

the manual specify procedures or reference documents to be used in making

.

appraisals using the sales and income approaches.

The State manuals are in limited supply and are available to the
public for review only at the Supervisor's office during office hours.
The residential volume is also available in the public libraries. A
revised residential manual is currently being field tested but the Task

Force has not had an opportunity to review it. We recommend that both the

assessment manuals, and the directives of the State Department of Assess-—

ments and Taxation relating to methods for assessing property, be made

available to the public in the Supervisor of Assessments' offices and

in public 1ibraries.10

The so~called "allowance for inflatioﬁ," that is set by the Governor
with the approval of the General Assembly at some proportion of market
value, in fact has little to do with inflation. Changes in the infla-
tion allowance have the practical consequence of altering the assessable
base against which the local tax rate is applied. The perceived relief
to the taxpayer that results from a reduction in the level of assessment

is generally illusory, since it is typically offset by an increase in the

lOThis recommendation was enacted into law during 1978 by SB 907.
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property tax rate. We believe the assessment level as a proportion of

market value should remain constant so that taxpayers can better under-

stand the relationship between the assessment and the tax rate, and not be

misled into thinking that a reduction in assessments will necessarily

result in a reduction in property taxes.

There is continuing discussion of the relative merits of annual
reassessments versus reassessments every second or third year. The
principle that assessments for all propertieé should be as uniform as
possible is not well served by raising assessments on different properties

in different years. In order to minimize the lack of uniformity among

properties and to prevent sudden, large assessment increases, we recommend

that all properties continue to be reassessed on an annual basis.

2. Improving Methods and Procedures

Judgment will always be required in making assessments, since

formal methods and procedures cannot anticipate every detail required in

property valuation. However, we recommend that the County Supervisor of

Assessments use objective statistical techniques for the appraisal

process, document the range of possible appraisals for each property,

and make explicit the nature and effect of judgments made by the assessor

in arriving at a final assessment.

In particular, we believe that there is sufficient experience
with computer-assisted appraisal to demonstrate its usefulness in narrowing
the range of assessor judgment, improving the quality of judgments by
giving the assessor more useful information, increasing the accuracy of

assessments, and exhibiting the data for later evaluation and review by
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taxpayers themselves. Fairfax County, Virginia, for example, currently
uses a computer-based model that provides the assessor with three dif-
ferent methods of estimating the.value of residential propefty: cost of
construction, sales and trend analysis. FEach of the three estimates is
clearly presented on the property worksheet, with the assessor's final
assessment. Notonly has this method proven helpful to assessors, but

it has also assisted taxpayers in understanding the way in wﬁich their
property was assessed, and generally has resulted in more accurate assess—
ments that are more readily accepted by taxpayers.

We recommend that Montgomery County be provided with a more effec—

tive, computer-based system that would provide alternative valuations for

each property -~ including the cost of replacement, sales and trend

analysis ~~ to aid the assessor in making more accurate and uniform

assessments, and to facilitate understanding and review by the taxpayer.

The computer system should also be used to adjust all assessments using

the latest available sales data so that uniformity is established as close

to the date of finality as possible. We would prefer that the State Direc-

tor of Assessments and Taxation plan, implement and fund such a system

in the near future. If the State cannot or will not do this, we believe

the County should be enabled to develop such a system on a cooperative

basis with the Office of Assessments and Taxation, using supplemental

funding provided by the County.

The Task Force has not undertaken a detailed analysis of the cost of
developing and operating a fully computerized assessment system, although .
experience in other jurisdictions (such as Fairfax County, Virginia, and

and San Mateo County, California) indicates that it is well within the
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range of reasonable cost, especially when compared to the benefit of

improved accuracy and equity of assessments. Development costs for Mont-
gomery County may be less than for those jurisdictions that undertook
their own development; since presumably Montgomery County could'benefit
from the experience and technique already developed elsewhere. There is
some evidence that use of the computerized system may be cheaper than
manuai.;séessments, in part because it reduces staffing needs, and in part,
because improved equity tends to reduce appeals whicﬁ consume assessor time.
Individual assessment offices and individual assessors are currently
permitted substantial latitude in applying State guidelines in valuing
different properties. Under the computerized system we are proposing,

guidelines would be clearer and the range of judgment narrowed. In the

meantime, we recommend that the assessor retain, along with his sales

analysis, a record of the analysis leading to his decision to depart

from the factors prescribed in the manual and an identification of the

properties (or types of property) to which the adjusted factor was applied.
Tﬁe Montgomery County assessment office currently lacks the specialized
staff required to adequately assess commercial and industrial properties,
and to effectively defend their assessments in appeals brought by commercial
and industrial property owners. The assessment office presently has only
four C.A.E. assessors, and has not hired a new C.A.E. assessor for several
years. By contrast, the Fairfax County assessment office employs five
M.A.I. assessors to work in the area of commercial and industrial assess-

ment. We recommend that increased resources be allotted for training of

the existing staff and for the addition of specialized staff so as to

improve its ability to assess commercial and industrial property.
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3. Strengthening Management

Numerous small steps are required to improve the administra-
tion of assessments. The only way that range of improvements can be
. made -- and continually pursued in detail —- 1is through effective
management.

Responsibility for assuring effective management lies with
the Governor and State Legislature. In the past, State leaders have
not shown great interest in providing the resources, incentive, and
oversiéht to assure high performance in the Department of Assessments
and Taxation. The tendency rather has been to suggest changes that
may be politically popular but have little effect in correcting
assessment inequities, and may even create greater problems. We are
hopeful that continued public.concern will induce State elected '
officials to concentrate on the real problems of property assessment
administration, and we are encouraged by some signs that Stage offi-
clals are beginning to grapple with the hard questions.

Under the current structure of the State Department of
Assessments and Taxation, the Montgomery County Supervisor (as is
true of his counterparts in other jurisdictions) retains a substantial
degree of autonomy from the State Director. This autonomy results "
in part from the ambiguity of State law, the tradition of County
autonomy that dates from the time when counties operated their own
assessment systems independent of the State, and the special cése
~f Montgomery County which is perceived as one of the better assess-

ment offices in the State. In his effort to improve assessment
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administration throughout the State and to achieve greater uniformity
of assessments among jurisdictioms, the State Director of Assessments
and Taxation has understandably directed the greater part of his
attention to those assessment divisions considered to be substandard.
There is a danger, however, that property assessment in Montgomery
County may suffer as a consequence in two respects.

First, while the State's assessment office in Montgomery
County may be above averaée for the State and even for the nation
as a whole -~ and %hile by some indications its assessment accuracy
has improved over time -- the office has not achieved the highest
sgandards of assessment practice that have been demonstrated to be
feasible in jurisdictions around the country. Nor has the Montgomery
County office achie;ed the rate of improvement we believe is desir-
able. One reason for the failure to keep pace with modern assessment
practices is lack of ;upport from the State Director for pergormance
standards, and supporting resources, above the mediocre statewide
level. TFor example, the State Department of Assessments and Taxation
is in the process of implementing a uniform assessment system statewide
that falls far short of the latest available assessment techniques and
technology, but is geared to raise the level of the low-performance
local assessment offices. It may be that the most modern approach
would not be the most cost—effective approach for some local offices
given their size and administrative capacity. We do not believe,
however, that the potential of the State office in Montgomery County

should be sacrificed for the purpose of achieving a uniform but mediocre
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standard statewide. We would be concerned further that locking
Montgomery County into the statewide uniform system may further
retard its pi1_gress as assessment practices advance nationwide even

beyond the standard they have reached today. We urge the State

Director to take steps to assure that each division of his Depart-

ment, including the Montgomery County office, achieve its highest

Ppotential of performance, and that statewide standards for assessment

procedure be tailored so as not to prevent or discourage the Montgomery

County office, or other local offices, from employing the most

advanced assessment techniques and technology.

A second problem with the State structure is that in an
effort to achieve uniformity of assessments throughout the State,
the State Director of Assessments and Taxation as late as 1976 issued
instructions that jurisdictions with (assessmené/sales) ratios above
or below the average for the State should take corrective action to
bring their ratios more in line with the State average. We fully
support the emphasis on achieving greater uniformity of assessments
statewlde. We are concerned, however, that achieving uniformity by
moving toward average performance would mean lowering the standards
of the better performing divisions, thereby causing additional dis-
tortions and confusion, and a relaxation of pressure on the Mont—
gomery County office to move toward the highes; performance of which

it Is capable. We recommend that the State continue its effort to

achieve uniformity of assessment among jurisdictions throughout the
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State; however, we believe it would be preferable to urge all divi-

sions to move toward the highest standards of performance rather

than toward an average or mediocre standard. We further recommend

that for purposes of levying the State property tax and determining

distribution of State grant funds, adjustments in the property base

be made to fully account for the lack of uniformity of assessments

of the State's subdivisions.

While a substantial minority of the Task Force favored
returning the operation of the assessment system to the County
government, a majority felt that the State should continue to
operate the system, but with greater aggressiveness to raise per-—
formance. Even though the Task Force concluded that responsibility

for assessments should remain with the State, we recommend that

steps also be taken to give the County govermment a more direct

influence in the assessment system to assure continual improvement

in equity. To this end we suggest the following actions be
considered:

@ That the Montgomery County government should regularly evaluate
assessments to determine their accuracy and uniformity, identify
problems, keep County citizens informed as to the equity of
assessments, and recommend corrective actions to the State.

@ That the County government submit an annual evaluation
of the assessment process to the Montgomery Supervisor
and the State Director, and that each of these officials
be required by law to comment on the County report and
to specifically indicate what action will be taken on
proposed recommendations.

® That the County government congider, and appropriate

State authorization be given, to permit the County to
work with the State's Montgomery County assessment
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office to achieve the highest possible level of assess—
ment performance. One approach, as noted earlier, would
be for the County government to provide assistance in
d~veloping the capacity for more accurate assessments.

We recognize that no one of these actions will give the
County government actual authority to make changes in the assessment
system, but we believe they would strengthen the ability of the
County to press for, and assist in achieving, needed improvements
and to monitor the State's actions toward greater accuracy and
equity of assessments.

Increasing demands for accuracy and equity are being placed on
the assessment office in Montgomery County, in addition to the demands
caused by the increasing complexity of assessment laws. To respond
effectively to these demands, the office requires a continuing process

of self appraisal and updating of methods and procedures. We recommend

that the Supervisor of Assessments for Montgomery County establish an

annual assessment system improvement process.

The conversion of the assessment system to State control in
1975 has significantly reduced the salary which can be paid to assessors
in the Montgomery County office. While assessors who were formerly on
the County payroll are protected, new assessors are paid on a State
salary scale which 1s about 25 percent below salaries for comparable
work paid by the Montgomery County government. As time goes on, the
calibre of personnel attracted by the assessors office will be well

below the norm within the County. To remedy this, the Task Force

recommends that the County Delegation introduce legislation supporting
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pay differentials among different counties, so that assessors and other

personnel in like positions can afford to live in the counties where

they are assigned to work.

There is also a need to reward superior performance within the
assessment office by providing avenues for'professional and managerial
growth. The present structure of the office provides almost no Oppor-—

tunity to do this. We recommend that the State Secretary of Personnel

(1) establish a pay increase differential for assessors handling such

specialized functions as commercial, personal property and farm assess-

ments, and (2) establish an intermediate managerial position between

the present Assessor III and Field Supervisor positions.

4. Evaluating Performance

Improved evaluation of the overall assessment system should

procéed on three levels. First, the Montgomery County Supervisor

of Assessments should assess the accuracy and uniformity of assess-

ments as of the date of finality, using a widely accepted method of

statistical evaluation, and should issue annually a report on pat-

terns of assessment changes and assessment accuracy and uniformity

among classes of pro?erty, districts, and subdivisions. The local

‘office currently does not generate the data, nor does it use the
techniques or technology, that are available for more precise
evaluation of assessment and correction of inaccuracies. The Task

Force has suggested a set of evaluative criteria in the computer

program developed with the County government's Management




Information Service. We believe these criteria provide a beginning for
more effective evaluation of assessments.

Also, the State Department of Assessments and Taxation should

Pplace greater emphasis on developing the capability and providing the

incentive for more effective evaluation of County assessments.

5. The Appeal Process

One of the most important ways to discover and correct
inaccuracies or errors in assessments is through individual taxpayer
appeals. Many as;essment problems are resolved informally by discus-
sion between assessors and property owners. The assessﬁent appeal
process begins with a formal protest by the taxpayer to.the Montgomery
County office of the State Department of Assessments and Taxation.
From there an appeal can be pursued to the Property Tax Assessment
Appeal.Board (PTAAB), which is also a State body. Further appeals
go to the Maryland Tax Court, which is an administrative bddy, and
then to the Circuit Court, and the Court of Appeals.

The assessment appeal process is widely misunderstood by the
public. There are about 5,000 residential brotests pet iyedr (caviSe
percent increase since the shift from triennial to annual asséssments,
part.of which may also be attributed to rapid inflation in_residential
values) and about 500 commercial protests per year. According to the
assessors and other officials involved in the appeal process, a sub-
stantial minority of those protesting elther are generally concerned
about tax increases, or do not understand the distinction between the

property assessment and the property tax rate. Many, as a result,
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spend a great deal of their time and of the assessor's time in protests
and appeals that have virtually no chance of resulting in a reduction
in as;essment. The time spent by assessors On appeals and appeal-related
property owner inquiries detracts from their time for regular assessment
activitiés.

In order to minimize fruitless citizen protests and to enhance
the ability of taxpayers to more effectively appeal legitimate grievances,

the Task Force recommends: 1) continuation of the recently instituted

procedure of making the applicable residential sales analysis available

to a property owner upon request; 2) compilation and publishing of stated

reasons for assessment reduction before PTAAB and Tax Court; 3) report

of reason for assessment change; 4) extension of the appeal period from

30 to 45 days after notice of assessment; and 5) provision of assessment

interpretation aid to property owners by a paraprofessional located within

the Supervisor's office.

The residential property owner tends to be at a disadvantage in
appealing his or her assessment. The principal reason for this ié that
appellants have been expected to show that their assessment exceeded 50
percent of the present value of the property. Since the assessor bases
his assessment on sales which take place 12 to 30 months prior to the
effective date_of the assessment (the date of finality), properties at
the time of appeal were, on the average, assessed well below 50 percent
of their current market value. The average current assessment/sales

ratio for properties sold in 1977 was 41 percent. Thus, an individual
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property could have been assessed almost 25 percent above the averagel
and still not exceed 50 percent of its value during the levy year. The
assessor coulu defend against the appeal of the assessment of such pro-
perties by showing that, based on recent comparable sales, the assess—
ment was below 50 percent of current market value. Thus, the appeals
process works to correct only the most blatent relative inequitiés.

In the long run, techniques to bring the assessed values closer to the
ac;ual'values as of the date of finality should reduce this problem.

In the interim, as a partial solution, the Task Force recommends that

the assessor be limited in defense of his assessment to sales in the

base period used to establish the original assessment.

The appeal process should also serve as a means for testing
and ;mproving the methods used for assessment. However, at present
there is no systematic effort to learn and generalize from the cases
of successful appeal to correct for similar errors thét may be present

in the assessment process. The Task Force recommends systematic

assemblage, organization by property class and reason for appeal, and

evaluation and feedback into assessment and appeal processes, of the

results of appeals; and publicatlion annually of a report of these

results by subdivision in terms of numbers of appeals, amount of assess-

ment and percent of assessment change; and that adequate staff be

provided for these tasks.

0An assessment of .50 is 25 percent higher than an assessment
of .40.
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Since it is a rare taxpayer who will protest his assessment
on the grounds it is too low, the appeal process traditionally has
wérked only to reduce assessments found to be too high. Yerumder=
assessed property is a major source of inequity since it results in
other property owners paying a disproportionate share of taxes. To
correct this imbalance, the County Council created the Office of the
Public Advocate for Assessments and Taxation to appeal underassessed
property on behalf of the public. In the first three years of its
e#istence, the Public Advocate's Office has demonstrated both the
extent of underas;essment of some properties and the potential for
correcting them through appeal by the County government. For Levy
Year 1976, for instance, the Advocate was responsible for an upward
reassessment of $4.5 million in commercial/industrial property. In
the first three years of its existence, actions by the Public Advo—
cate resulted in about $180,000 in additional annual revenues from
underasse;sed property, while the Office itself cost only $50,000
per year.

We believe the validity of the Public Advocate mechanism
has been amply demonstrated, but that the potential of the Office
is far from fully developed. The Office should.have additional
statistical capability to more comprehensively evaluate aésessments;
additional staff to vigorously identify and appeal underassessments,
and funds to hire_proféssional appraisers to assist with the évalua-

tion of commercial/industrial property assessments.
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The name "Public Advocate' has caused some confusion among
taxpayers who assume the Office was established to assist them in
their appeals. That is not the principal mission of the Office
(although it does provide information about appeal procedures to
individual taxpayers upon request) and the name should, therefore,

.

be changed to lessen the misunderstanding. We recommend the name

of the Public Advocate be changed to the Office of Assessment Review,

and that it be provided sufficient resources to permit the Office to

step up its activities, including continual use and further develop-

ment of the computer-based evaluation program established by the

Management Information Service in conjunction with the Task Force.

6. Informing the Public

Public understanding needs to be improved on several points:

©® There is a distinction between the property assessment
and the property tax.

© Property assessments are exclusively the responsibility
of the State of Maryland, not of the Montgomery County
government.

® Few properties can be proved conclusively to be assessed
above the legally specified percentage of their market
value given the current ground rules by which assess-
ments are made and appealed. :

© Inequities result not so much from overassessment as
from lack of uniformity in assessments among various
properties; that is, some taxpayers are paying less than
their share as the result of their properties being
assessed at a lower effective rate than others.

® Most taxpayer protests of their assessments are futile .
for two reasons: 1) it is very difficult to prove
your property is overassessed; and 2) the protest cannot
effectively address the inequity that results from under-
assessment of other properties.
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o Taxpayers should be dissuaded from assessment protests
based on a general concern with rising taxes, although
they should not be discouraged from appealing assessments
which do not reflect market value, or are based on error.

o There are problems with the assessment system that should
and could be corrected. However, the State government is
responsible for property assessments, and consequently,
citizen attention and action should be focused on State

. officials and the County's legislative delegation to
.. Annapolis for needed changes.

In order to improve public understanding of the assessment

process, we recommend that a pamphlet be prepared by the County

government explaining property tax assessment and appeal procedures in

layman's.terms. The Task Force has prepared an outline for such a

pamphlet (Appendix D). The State or the County government should also
consider establishing brief classes or programs Or other forms of public

presentation to more fully inform the public about property assessment.

H. Conclusion

The system of property assessment, as it is operated by the
State in Montgomery County, may compare reasonably well with the
average assessment system around the State and nation, but it falls
short of the system it could be. There are numerous reasons for the
deficiencies we found, not least of which is the public's unwillingness
to accept the margins of error, ambiguity, and assessor judgment that
it may not have questioned in the past. We believe many improvements
can be made simply by pointing them out; the assessment office desires
to perform its job well, aqd wants to be perceived by the public as a

fair and professional operation. Other improvements, however, will
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require stronger. action since they may encounter resistance from the
many interests —~- including those at the State and County levels and
taxpayers themselves ~- who tend to benefit from inequities or long-
standing modes of operation in the current system.

Part of the*problem lies in the lack of clear accountability
for performance oﬁ.the assessment system. The County Council took
the initiative to establish this Task Force, yet the Council has
no direct authority for property assessment. We strongly encourage
the State government to take the actions we recommend for improve-
ment, and urge the County Council to continue its leadership, and
the County Executive to use the formidable powers of his office,
in préssing for a more equitable assessment system.

In the end, however, change will result principally in response
to the public's demand for it. We hope this report will help citi-
zens better understand how the assessment process works, where action

should be directed for maximum impact, and to what extent concern

about assessments reflects a deeper frustration with govermment cost

and performance.




CHAPTER II

ASSESSMENT LAW AND STANDARDS

Real property assessment practice in Montgomery County is based
on Maryland state law and state court judicial decisions. This chap-
ter reviews the legal and judicial bases for real property assessment;
analyzes how assessment law is interpreted and implementéd by the

various agencles involved in assessments and taxation; and compares

assessment practices established by the State with recognized profes-

slonal appraisal standards.

A. Legal and Judicial Bases for Real Property Assessment in Maryland

1. Authority to Tax Real Property

The power to tax real property in Maryland is vested in the
State Legislature by.the Maryland Constitution,l although this taxing
power has been delegated to Montgomery County.2 All classes of land
and property improvements are required to be taxed uniformly.

The property tax 1s the product of a tax rate, which is set
each year by the County Council,4 and a real property assessment, which
is a value placed on land and improvements. For example, a tax rate

of $4.00 per $100 of assessment, applied to an assessment of $25,000

1Article 14, Declaration of Rights, Maryland Constitution.

2Article 11A, Section 2 of the Maryland Constitution and Article
25A, Section 5 of the Annotated Code of Maryland. Section 52-4 and
52-5 of the Montgomery County Code authorize the County Council to
set local real property tax rates and authorizes the Executive Branch
to collect real property taxes.

3Article 15, Declaration of Rights, Maryland Constitution.

4Article 81, Section 32, Annotated Code of Maryland.
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yields a tax of $1000 ($4.00 x $250). The County Council sets the

property tax rate by, first, determining the revenue needs that must
be met by the property tax. Secondly, they receive an estimate from
the assessor of the total assessed value of real property within
Montgomery County for the next taxable year. Lastly, they divide the
revenue requirements by the total county assessed value to arrive at
the new tax .rate.

The County Council must observe special pdblic notice and
hearing requirements if the property tax rate exceeds a State Depart-~
ment of Assessments and Taxation calculated "constant yield tax rate."5
The constant yield tax rate will provide the same property tax revenue
as was needed during the current taxable year. For example, if the
_revenue needed during the current year was $1000 and the total assessed
value of real property was estimated to increase by.10% to $27,500, then
the constaﬁt yleld tax rate would be ($1000 & $275) or $3.64 per $100
assessed value. Thus, a tax rate of $3.64 would yield the same revenue
as this &ear. If the County Council needed more revenue next year, the
rate would have to be increased above $3.64 with all the public noticeé
and hearings required by law.

2. Assessing Authority

While the power to tax real property has been delegated to

Montgomery County, the responsibility to assess such property rests

5Article 81, Section 232c, Annotated Code of Maryland.
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entirely with the State Department of Assessments and Taxation. The

Department 1s, in part, responsible for:6

Supervising the performance of duties of the Supervisors of
Assessment in each County, which are administrative sub-
divisions of the State Department of Assessments and
Taxation

Preparing suitable instructions and directives

Prepafing and installing a complete record of properties
and a system of assessor aids

Maintaining and enforcing a continuing method of assess-
ment review; including an enforcement of reassessment if
property assessment is not uniform

Requiring individuals, firms and corporations to furnish
complete information about ownership and value of taxable
property

Providing annual surveys of assessment ratios

Appointing competent and experienced assessors of commercial
and individual properties

Notifying each County of an estimate of the total assessed
value and the constant yield tax rate.

The Supervisor of Assessments in Montgomery County is directly

responsible for supervision of assessments within the County.7 He is

a pald state employee appointed by the State Department of Assessments

and Taxation from a list of five qualified applicants submitted to the

department by the County Executive with approval of the County Council.

The Supervisor of Assessments can be removed from office only by the

State Department of Assessments and Taxation.8 All of the assessors

6Article 81, Section 232, Annotated Code of Maryland.

7Article 81, Sections 13(a) and 234, Annotated Code of Maryland.

8Article 81, Section 23 and 233, Annotated Code of Maryland.
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and clerical employees who work for the Supervisor of Assessments are
also state employees.

3. Valuation of Real Property

a. Criteria for Valid Assessment

According to a publication of the State Department of
Assessments and Taxation:1

An assessment is an official valuation of property for
the purpose of taxation. To be valid, it must meet
exacting criteria. An assessment must be equitable;
that is, it must accurately reflect the proportionate
share of the total value of all taxable property

so that each property bears no more than its fair share
of the tax burden. An assessment must be uniform: that
is, the same treatment must be applied systematically

to all property according to classification. An assign-
ment must be lawful; that is, it must be in harmony and
compliance with law and court decisions.

As was mentioned earlier, the Maryland Constitution
requires that assessments "shall be uniform within each class or sub-
class of land, improvements on land and peréonai property ....“11
The State Department of Asseésments and Taxation is directed by law to
formulate a uniform plan for the assessment of property throughout the

state and this plan must be followed by each county Supervisor of

Assessments.

9Article 81, Section 246, Annotated Code of Maryland.

10State Department of Assessments and Taxation. The Assessment

Story, March 1977.

llArticle 15, Declaration of Rights, Maryland Constitution.

lerticle 81, Section 244, Annotated Code of Maryland.
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There is cdﬁtinuing discussion of the relative merits of
annual reassessments versus reassessments every second or third year.
The principle that as;essments for all properties should be as uniform
as possible 1s not well served by raising assessments on different
properties in different years. In order to minimize the lack of

uniformity among properties and to prevent sudden, large assessment

increases, we recommend that all properties continue to be reassessed

on an annual basis.

Although the goal is to assess equitably, the courts have
also recognized that perfect equality or uniformity in assessments is
unattainable. The courts have noted that if assessments could be upset
by comparison of a few widely different properties on the basis of a
selected few of the many elements or evidences of value, no assessment
could stand..13 Valuation of land, as the Maryland Court of Appeals
has helq, is not an exact science.14

Finally, it should be noted that the courts generally do
not interfere with the exercise of the assessing authority by the
assessor unless it is unlawful, unreasonable or against the substantial
weight of the evidence, and the courts presume the good faith of assess-

ment officials and the validity of their actions.l5

13Weil vs.  Supervisor of Assessments, 266 Md. 238.

14Fairchild Hiller Corporation vs. Supervisor of Assessments, 267
Md. 519.

15Weil, op. cit.
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b. Full Cash Value

According to the Maryland.Code, all real property 'shall
be assessed at its full cash value on the date of finality.16 The
term full cash value as used in this subsection means current value
less an allowance for inflation, if in fact i{nflation exists, however,
any change in the inflation allowance shall be as provided by legisla-
tion enactment or by executive order subject to approval by the General
Assembly ...."17

.Full‘cash value has been intefpreted by the court to be
equivalent to market value.18 Market value of property is "... the
value a willing purchaser will pay for it to a willing seller in the
open market, eliminating exceptional and extraordinary conditions

19 The definition

giving the property temporarily an abnormal value."
of full cash value being the same as market value is based on the
weight of authority from other jurisdictions and is in accord with the
definition that was established at the time of the enactment of Article
81, Section 14, in 1958. The decisions of other jurisdictions are in

general agreement in interpreting the term full cash value as market

value in similar taxing statutes.20

16Date of finality is January 1. Article 81, Section 29a, Annotated
Code of Maryland.

17Article 81, Section 14, Annotated Code of Maryland.

18Schley vs. Montgomery County, 106 Md. 407, 67 Atl. 250.

19Rogan vs. County Commissioners, 194 Md. 299.

2OCalifornia Portland Cement Co. vs. State Board of Equalization,
67 Cal. 2d 578 63 Cal Reporter 5 432 Pacific 2d 700, 1967. McArthur
Jersey Farm Daily Inc. vS. Dade County, 240 Southern 2d 844 (Florida
Appeals 1970); Board of Equalization of Bernalillo County Vvs. Helghts
Real Estate Co., 74 New Mexico 101 391 Pacific 2d 328, 1964.
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The method or methods to be used by the assessor to
determine full cash (market) value is not specified in the legislation..
The Court of Appeals has indicated that the value of real propefty
1s ordinarily determined by what it will bring at fair sale in the open
market based on saleé of comparable properties,Zl known as the comparable
sales approéch. Three approaches to market value have been recognized
and approved by the Courts: 1) comparative market data, 2) reproduc-
tion cost, and 3) capitalization of income.22 This dis an area where
the assessor's judgment is relied upon. In arriving at full cash value
on individual properties assessors have reasonable latitude in selecting
a method of valuation so long as they arrive at '"full cash value.”23
The courts have not limited the assessors to any particular @ethod of
assessing. The Court of Appeals has held, for example, that it would
.not as a matter of law require that assessing authorities be_guided
entirely by current market prices in making aséessments.24 The court
has recognized that there may be a "thin" market or the sales may be
abnormal, and it is strictly within the province of the assessor to make

that determination. What 1s important is that the assessor establish

21Schley vs. Montgomery County, 106 Md. 407,
Supervisor vs. Banks, 252 Md. 600.

22Fields vs. Supervisor, 255 Md. 1,
Tax Comm. vs. Brandt Cabinet Works, 202 Md. 533.

23Macht vs. Department of Assessments, 266 Md. 602.

24Rogan, opiL cd
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"full cash value."

What is less important, according to the court, is
the method by which he arrives at that figure. Some recommendations

about improving assessment methods are included elsewhere in this report.

c. Allowance for Inflation

The term "full cash value' means the current value less
an allowance for inflation, currently set at 55%. The Maryland Code
further provides that, however, 1f inflation does exist, any change in
the inflation allowance shall be provided by 1egiélative enactment or
by Executive Order subject to approval by the General Assembly prior to
the order becoming effective.25

The so-called "allowance for inflation," that 1s set by
the Governor with the approval of the General Assembly at some propor-
tion of market value, in fact has little to do with inflation. Changes
in the inflation allowance have the practical consequence of altering
the assessable base against which the local tax rate is applied. The
perceived relief to the taxpayer that results from a reduction in the
level of assessment 1s generally illusory, since it 1s typically offset

by an increase in the property tax rate. We believe the assessment level

as a proportion of market value should remain constant so that taxpayers

can better understand the relationship between the assessment and the .

tax rate, and not be misled into thinking that a reduction in assessments

will necessarlly result in a reduction in property taxes.

25Article 81, Section 14, Annotated Code of Maryland.
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4. State Legislative Oversight of Assessments

Two committees of the General Assembly monitor assessment
practices: the Ways and Means Committee in the House of Delegates,
and the hudget and Taxation Committee in the Senate.

A Tax Asséssﬁent Study Task Force composed of members of
the Maryland Genéral Assembly and of the public was established in
1977 to study assessment practices. More specifically, the Task
Force was to address such concerns as excessive increases in property
assessments, legal restrictions on assessment reform, alternatives
to the current annual assessment cycle, the impact of property
improvements on current market value, and the assessment methods for
commercial and industrial properties.

The State Tax Assessment Study Task Force prepared an interim
report in November 1977 which includes their findings and recommenda-
tions.26 Three pieces of legislation were also recommended for.intro—
duction. The key findings and recommendations are iisted‘below:

® Endorsed concept of an improved annual assessment system

with physical inventory every three years and a computer -
assisted assessment the other years.

® Recommended that the income approach be one of the methods

utilized in determining assessed value of income producing
property. Recommended that income and expense statements .

be filed by property owner and provide penalties for
noncompliance.

6Summary of Findings of the Tax Assessments Study Task Force;
1977 Interim Report to the Maryland General Assembly, Nov. 1, 1977.
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© Reviewed bills and endorsed legislation to improve the
appeals process, extend the circuit-breaker tax credit
and clarify the local property tax credit.

® Supported concept of certification of assessors.

B. Implementation and Interpretation of Assessment Law

1. State Department of Assessments and Taxation

The Department is currently responsible fof supervision of
. the real property tax assessment structure -for the state. As such,
the Department interprets state law for the Supervisor of Assess- i
ments in Montgomery County and is responsible for implementation of

Maryland Assessment law.

a. Organization

The present Director of the State Department of Assess-
ments énd Taxation is William L. Shoemaker. His responsibilities
cover more than just real property assessment but in fhat area he
has a Supervisor of Real Property Assessments who supervises seven
area supervisors as illustrated in Figure II-1. The Supervisor of
Assessments in Montgomery County is overseen by the Area & Supervisor.

b. State Assessment Plan

The State Department of Assessments and Taxation was
given certain responsibilities by the Maryland Code. Some of these
responsibilities were listed in Section A.2Z of this chapter. The
Department has prepared an Executive Plan (1977) which lists goals,

objectives and an implementation plan which is intended to implement
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some of the Department's legal responsibilities in.an orderly fashion.
Some of the key objectives of the plan are as folloWS:27

© To establish by taxable year 1978~1979 a uniform
approach to Commercial and Industrial Assessments.

@ To automate by July 1978, sales/assessments ratio
‘analysis.

© To provide professional standards through the esta-
blishment of a Maryland Certified Assessor Program
by July 1978. - e

® To provide for uniformitylin real property residential
assessment through the development of an expanded cost

manual by January 1, 1979.

© To develop ... a standard assessment data system in
seventeen of the local assessment offices by July 1978.

® To develop a management statistic report procedure on
real property assessments by July 1978.

The Task Force supports all of these objectives. The
Task Force also feels'that there should be a strong commitment to a
system that would permit continuous review of the quality of property
tax assessment in Montgomery County as stated in Article 81, Section
232 of the Maryland Code. Quality control management reports, such
as assessment/sales ratios, could be used to spot problem areas and
to ensure uniformity in assessment. These reports could be easily
generated if a computer agsisted assessment s&stem similar to Fairfax .
County's were in operation. In addition, a sophisticated computer
system could assist in preparing sales analyses and could reduce

assessment manpower needs.

7Department of Assessments and Taxation, Executive Plan, 1977.
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c. Guidance to Supervisor of Assessments

The State Department of Assessments and Taxation provides
guldance to the Supervisor of Assessments in Montgomery County by
issuing directives, by preparing assessment manuals, and by sponsoring
an education and training program.

The State Department has published directives for many
years to help guide local assessors, to promote uniformity, and to
clarify current legislative changes and judicial decisions. The
directives are in loose leaf form and are filed by each Supervisor
of Assessments. Public access has been very limited. Since these
airectiées presumably implement certain changes in assessment pro-
cedures, they should be standardized and made more available for
public review.

Assessment manuals are published by the state to guide
local aséessors in the use of the cost approach to assessment. Thé
manuals cover residential, commercial and industrial properties. The
manuals are in limited supply and are available to the public for
review at the Supervisof's office during office hours. The residential
volume 1is also available in the public libraries. A revised residenj
‘tlal manual is currently being field tested but the Task Force has not

had an opportunity to review it. We recommend that both the assess-

ment manuals and the directives of the State Department of Assessments

and Taxation relating fo methods for assessing property, be made
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available to the public in the Supervisor pf Assessments' offices and

in public 1ibraries.28
A continuing education and training program is sponsored
by the state to establish and improve the professionalism and compe-—

tency of the assessors. Assessors are taught the latest assessment

techniques and procedures at central locations in the state using

standard professional appraisal manuals. An objective of the State

Department is to éstablish a Maryland Certified Assessor Program by

1978. fﬁe Task Force did not evaluate the effectiveness of this program.
The American-Society of Appralsers has recently sponsored

the formation of Valuation Sciences Degree Programs at five collegés

which offer Bachelors and Masters Degree programs with a concen;ration

in Valuation Sciences. We suggest that the State Department of Assess—

ments and Taxation encourage assessors to avail themselves of profes—

sional educational opportunities such as these degree programs offer.

2. County Government Relationship to Assessment

The County government sets the property tax rate based upon

the amount of revenue needed to cover budgeted expenses. The assess-—

ment of all property in the County is done by the Office of the

28This recommendation was enacted into law on May 2, 1978 by SB 907.

29The five colleges are: Hofstra University, Hempstead, New York
(BA, MA); Loretto Heights College, Denver, Colorado (BA); Pepperdine
University, Los Angeles, California (BS, MBA); Skidmore College, Sara-
toga Springs, New York (BA); and Southwest Texas State University, San

Marcos, Texas (BA/BS, MA/MS).
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Supervisor of Assessments, a state office which is directly under the
supervision of the State Department of Assessments and Taxation. The
assessment process is completely independent of the Montgomery County
government., After the'assessmeﬁt on a property has been completed,

Montgomery County prepares a tax bill by applying the tax rate to the

assessment completed by the state offices.

(o Standard Appraisal Approaches and their Relationships to Assessment

There are three generally accepted approaches used by appraisers
to value property; the market approach, the income approach, and the
cost approach. All three approaches are used by assessors in deter-
mining assessed value.

The market approach uses comparative market sales of property
;o make estimate; of value. This approach is applicable to owner
occupied residential property and is the recommended ﬁethod for such
property.30 The market approach is also "applicable to multi-purpose
industrial property; to industrial properties when liquidation is
the proper measure of value."31

The income approach uses a capitalized value of projected net
income from the property. The income approach is most applicable to

income producing property such as apartment buildings, office build-

ings and retail buildings.

3OBoeckh Building Valuation Manual, Volume I (Residential).

3lBoeckh Building Valuation Manual, Volume II (Commercial).
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The cost approach involves computation of the replacement cost
of new property improvements less observed depreciation. This
approach is most applicable to schools, hospitals, churches, clubs
and lodges, institutions, municipal and government buildings. In
defining the cost apprdach, the Appraisal of Real Estate states that:

Properties such as schools, churches, transportation

terminals and hospitals exist in a limited number

because of their specific use characteristics. In

the valuagion of a property of this type, it is

difficult to find comparable substitute properties;

therefore the use of the market data approach is

rarely appropriate. The cost approach is usually

the most effective method to obtain a value indi~

cation for such properties.
In another professional appraisal publication,32 the cost approach
is defined as being particularly applicable when the property being
appraised involves relatively new improvements which represent the
highest and best use of the land or when relatively unique or spe-
cialized improvements are located on the site.aﬁd for which there
exists no comparable property on the market.

The assessment manuals issued by the State Department of Assess-
ments and Taxation and used as guides by the local assessment offices

cover only the cost of replacement approach and ignore the market and

income approaches. We recommend that the State assessment manuals

include definitions and procedures for the market.and income approaches

to assessment, as well as the cost of replacement approach, or that

at a minimum, the manual specify procedures or reference documents to

be used in making appraisals using the market and income approaches.

32American Institute of Real Estate Appraisers and the Society
of Real Estate Appraisers, Real Estate Appraisal Terminology.
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As a practical matter, it is difficult to use the market method
in assessing commercial/industrial and apartmenf.properties since
there are few salés of comparable properties for those classes of
prbperties. At presené, however, the cost of reproduction and/or
replacement approach is used for commercial/industrial assessments
(with minor exceptions) unless the assessment is appealed, in which
éasé income data may be used by either the property owner or the
éssessor to justify.the assessment or argue for an adjustment. A
limited form of income captialization is used for apartments, since

‘only about 30 percent of apartment owners comply with the assessor's
request fgr income data. While it would be desirable whenever possi-
ble to use comparablé sales to establish assessments for these classes

of property, we recommend that income capitalization be one of the

approaches used to determine assessments for commercial/industrial

as well as apartment properties.

The cost of replacement and income approaches can tend to under-
state real market value, especially in inflationary periods. Corrective

measures should be used to assure that assessments of commercial/

industrial and apartment properties do not result in disportionately

lower assessment ratios than apply to residential properties that are

assessed by the market method. One corrective approach would be to

apply a cost of construction index, such as the Boeckh index, in
determining or adjusting commercial/industrial and apartment assessg-~

ments,
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Income data are currently requested from apartment owners on a
voluntary basis, with no penalty for non-compliance. In most instances
income data are supplied by commercial/industrial property owners only
when they feel that their assessment 18 too high in order to argue for

an assessment reduction. Ve recommend that the asseSSOL more aggres-

sively uge the authority to request owners of commercial/industrial

and apartment properties to submit income and expense data to the

33

assessor's office.

The Task Force reviewed the Assessment Manuals in great detaill
and compared them with professional appraisal standards. A complete
analysis of the manuals is included in Appendix A, however, a summary
of the technical recoﬁmendations are included here. The Task Force
recommends:

© Updating time/location modifiers for the Cost Approach more
frequently than once a year.

@ In place of County modifiers, using market areas, even
though there may be more than one per County.

® Using square feet or acres instead of front feet for
_residential values.

® Providing a better method of computing depreciation when
the Cost Approach is used (e.g., age/life method).

33New legislation, enacted and signed into law in the 1978 ses-

sion, requires income and expense statements from owners of all real
property which produces income (SB 660) Sec. 14(e), Art. 81, Annotated
Code. The Supervisor has the authority contained in Sections 29(c),
29(d) and 41, Art. 81, Annotated Code to obtain income and expense
information.

11-18




More leeway than + 5% for cheap or good construction compared
with average construction for commercial property assessments.

Using a sliding scale for Building Cost Indices for large and
small commercial properties rather than two flat amounts which
may differ by as much as 30%.

Using square foot factors rather than cubic feet consistently
for commercial and industrial property or alternatively using
correct labels (i.e., square foot, or cubic foot).

Continued use of the Cost Approach for industrial property
unless there is a recent sale of that specific property.
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CHAPTER III

ACCURACY OF ASSESSMENTS

A. Introduction:

Four fiscal years of data were analyzed by this Committee in
order to evaluate the accuracy of assessments. The_genefally accepted
tool for measuring coﬁsistency of assessments is known as the A/S
fatio, in which A is the assessed market value and S 1s the sale price,
both confined to a particular date or common time span. The difficul-
ties with this measure are:

(1) it is calculated only after the events of sales taking

place which can be few and far between for some property
types or subdiﬁisions,

(2) saleé prices are not always clear when complex transactions

are involved, and

(3) some sale prices are not indicative of true market value

becausé of non-market factors -- such aé sales between
family members.

But for purposes of measuring accuracy and equity, the comparison
of A/S ratios for various classes of property (commercial, residential,
apartment, condominium, farm and unimproved land), for differing sub-
divisions, for economic stratifications, etc., provides a general
index of the equity of assessments,

To examine the equity of assessments a computerized data analysis
is essential in order to review the existing 175,000 property accounts

that are assessed each year.
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B, Information and Availability:

The Department of Management Information Services of Montgomery
County provides data processing services on a cost reimbursible basis
to the State Department of Assessments and Taxation. Two basic data
tapes are prepared each year for the assessor's use: (1) aﬁ image
of the.July 1st tax file, and (2) an accumulated file of all trans-
actioﬁs processed against the assessment data base dﬁring the current
year. In addition, the Committee was given access to a series of bound
computer printouts that represent the Quarterly Sales Record for all
property types by gubdivision and calendar quarter. fhe Public Advo-
cate for Assessment also made available a number of reports genefaged
by his office which summarize the sales activity in the County and
which highlight A/S ratios. These gummaries also indicate A/S ratios
beyond acceptable range and which are reviewed with the State Assess-—
ment Office. The State Department of Assessment and Taxation was
cooperative in allowing examination of working records so that it
could be determined how they accomplish the sbecifics of their job.
Some of these records, however, are private, privileged data, such as
the income reported by business firms, and the committee had'no-access
to these records.

C. Problems with the Present Computer Usage and Other Reporting
Methods: ;

(1) Reporting accurate sales price jnformation is essential if
the A/S ratio is to be a valid indicator of equity. These data are

entered by scanning recorded transfer records for the amount paid in
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tax stamps. This process is subject to human error as well as iﬁproper
stamping or confusion when a transfer involves more than one property
entity. The 1969 Report on Assessment1 called for this procedure to
be changed, but this recommendation has not been implemented.

(2) We found numerous, but not precisely determinable, errors
in the Quarterly Sales Reports apparently caused by the computer
program's inagility to cope with unusual ranges of the input data.
Since these reports provide an overall A/S ratio for each subdividion,
it:is important that errors be minimized or the totals shown will be
incorrect. However, in the present system errors are not flagged for.
human review and the output data is calculated and presented in this
raw form with an unknown number of errors.

(3) The computer-stored data base is incomplete in that it does
not store a complete transfer record of all properties for the previous
three to four years, but rather bnly the last sales transaction that

“took place. Thus, it would be difficult to conmstruct a trend line
of saies price for a property if it were decided to use a predictive
technique to establish future assessments.

(4) Probably the most serious deficiency observed in the present
‘system 1is thaﬁ the assessor does his calculations by using his personal
record system and manually determines values instead of utilizing

standardized computer techniques. Systematic methods are not used to

lReport of the Assessments Review Committee to the Montgomery
County Council, December 30, 1969,
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flag out-of-range A/S ratios or to analyze data groupings for con-
sistency of assessments. A computer system for automatically reporting
exceptional data would be a significant time saver for assessors, and
would reduce citizen appeals.

(5) No computerized data base exists 7o storing the physical
aspects of each property account, therefore, a large part of the
assessor's workload consists of keeping and updating an individual
worksheet for each dwelling or commercial/industrial or apartment
property. The calculations required to estimate reconstruction costs
are done manually rather than by computer analysis.

(6) There are no regular reports generatéd giving a quanti;ative
evaluatidn of the accuracy of assessments such as the coefficiégt of
dispersioﬁ. The coefficient of dispersion provides a numerical index
to the amount by which assessments deviate from the average A/S ratio
for tﬁe subdivision or group of properties being evaluated. This
measure is not used to evaluate the accuracy of individuél assessor's
work nor is it uniformly calculated to evaluate the accuracy of assess-
ments by class of property or by subdivisions. Other statistical
measures such as mean values and standard deviations might also be
useful. At present no measures of disparities in A/S ratios within
subdivisions or between subdivisions or types of property are routinely
calculated or used by assessors. However, we were provided with one
example of the coefficient of dispersion for District 7 for 1976. But
it was erroneously calculated to be 1.5. This was not a simﬁle error
in computation but a fundamental misunderstanding of this coefficient.
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D. Accuracy and Equity of Assessments:

Four sets of data and analyses are available to examine the basic

question of accdracy of assessments.

(1) Frequency distributions of Assessment/Sales Ratios for all
classes of property by subdivisions, election (tax) districts,
from the annual June 30 Tax Tape for the past 4 years.

(2) Mean A/S ratios and measures of dispersion, by classes of
property for the past 4 years by subdivision, district and
count&. Within classes of property (residential, apartments,
etc.) means by sales price are also presented.3

(3) Data on individual properties over a substantial period of time,

(4) An analysis of the growth in the property tax base by Ira

Epstein.A

2Mr. Edward Rhinehart, Management Information Systems, Montgomery
County, was most helpful and cooperative in preparing these distribu-
tions as well as the data on mean measures of dispersion. Since these
distributions and measures had not been prepared or used before, a sub-
stantial amount of programming and checking was required.

3Mr. Larry Ford, an exceptionally competent statistician with
Fairfax County, VA, was most helpful in clarifying a number of issues
concerning the analysis of these data. In addition he carefully
explained the way in which Fairfax County analyzes its assessment data
and its most impressive use of data to help assessors to accurately
assess property. What is most impressive is his knowledge of the limits
of various computer approaches and the systematic monitoring of their
assessments to improve accuracy.

AIra Epstein, "Analysis of Growth in Montgomery County Real Property
Tax Base,'" Research Document No. 10, Maryland National Capital Park and
Planning Commission, August 1977. Dr. Ira Epstein is an economist with
the Maryland National Capital Park and Planning Commission. We have used
his analysis of growth to examine several issues and he has been most
helpful in providing a variety of data we needed. In addition, he has
generously provided consultation on a number of issues. We are most
grateful for his help.

III-5




These sources of data are used to examine the general issue of

accuracy and equity of assessments. It is useful to examine the general

issue in the following steps.

(L

(2)

(3

(4)

Data on all sales in Fiscal Year 1977 are presented first to
provide an overview of variation in A/S ratios within assess—
ment (election) districts and the County for all property.
Differences in the assessment history of differing classes of
property‘provide the best data on questions of accuracy and
equity between differing classes of property such as residential,
commercial/industrial, and apartments.

Data on mean A/S ratios and coefficients of dispersion provide
data on the accuracy and equity of assessments within various
classes of property and provide limited data om differences
between classes of property.

Data on Accuracy of assessments by sales price provide data

on the degree of regressivity of current assessments.

Accuracy and Equity of Assessments — An overview of variation

in A/S ratios within districts and the County for all property .

for Fiscal Year 1977.

The June 30, 1977 tax tape which lists all sales and transfers

of property for the July 1, 1976 - June 30, 1977 fiscal year, provides

data on relation of assessments to sales.5 The assessment divided by the

sales price gives the Assessment/Sales price (A/S) ratio.

5The assessment available is the one in the computer on June 30.
Sales prices are based on revenue stamps paid.
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One measure of accuracy of assessments is the degree to which
A/S ratios vary, (a) within districts, (b) between districts, and
(c) within the County.6 Table III-1 shows the number of sales which
had A/S ratios between 20 percent and 80 percent by distfict and for
the County. This range was chosen because A/S ratios below 20 percent
are often the result of sales which occurred prior to new buildings:
being assessedf Thus an A/S ratio below 20 may often reflect a valid
sale bug an assessment of only the land. There is no systematic pro-
cedure in the assessor's office to check on such aberrations and monitor
these assessments. No one knows what the relationship is between sales
prices and asseséments for these properties the next year. Sales with
high A/S ratios occur when an "arms length" transaction does not occur —-
for example, in divorce settlements an unusually low "price" may be -

agreed upon to divide property.

6We have reported the data on all sales which occurred in the respec-—
tive years. Thus we are not dealing with samples but rather with the total
population of all sales which occurred. :

) " When we report differences in mean A/S ratios ar coefficients of
dispersion, they are real differences -- they summarize what actually
occurred. Whether these statistics apply to or are representative of all
property in the county, or in that district or subdivision or class of pro-
perty can not be determined by these data since we do not have samples.

We have only the total population of sales by county, district, class of
property etc. These are the data we have reported and analyzed.

If these data show substantial differences -- or no differences -~
those findings are real and accurate. But what anyone regards as a sub-
stantial difference or a trivial or a non-substantial difference is a
matter of personal judgement.

How representative any of the means or coefficients of dispersion
are for the population which were not sold in a given year can not be
determined from these data since we do not have samples (only populations
of properties and populations of sales). However, we noted in the analysis
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TABLE III-1

DISTRIBUTION OF ASSESSMENT/SALES PRICE RATIOS
' FOR ALL PROPERTY

Percent of Sales with A/S Ratios

Election Number of Less Than Between Greater Than
District Sales 38% 38%-447 447
1 159 28.37 34.0% 37.7%
2 161 27.9 54.1 i8.0
3 209 8.6 37.3 54.1
4 1,860 14.5 53.2 32.3
5 735 19.4 48.1 22 55
6 550 12.3 31.0 ©56.7
7 1,813 41.7 39.8 18.5
8 523 20.4 50.5 29.1
9 2,202 6.1 35.5 58.4
10 © 720 28.0 38.4 33.6
11 30 60.0 10.0 30.0
12 174 23.6 28.7 47.7
13 : 3,787 12.7 2 45.1 42.2
Total 12,923 18.0 42.6 . 39.4
County .

* ’ i ;
Excludes A/S ratios below 20% (1,847 or 12.2% of all A/S ratios) and
A/S ratios greater than 80% (354 or 2.3% of all A/S ratios).

Source: MIS Tabulation

6Continued.

that in some classes of property many gsales and a large proportion
of all properties in that class sold each year, i.e., residential and
condominiums. In that situation, the statistics are more likely to be
"accurate”. or "representative” indicators of the general situation or
characteristics of the other properties of that type. In contrast, where
there are very few sales (or they are highly skewed in terms of size)
we noted that the averages are much less likely to be '‘accurate’ or
"representative’ indicators of the general situation of other properties
in that class or location, i.e., commercial-industrial property.

In every case the importance of relationships depends on the pat-
tern of the relationships as well as the "gize" or magnitude of the
relationships. i
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In Election District 1, 159 sales occurred with A/S ratios

- between 20 and 80. 28.3% of these sales had A/S ratios below 38; 34.0%
had A/S ratios between 38 and 44; and 37.7% had A/S ratios greater than
44. Thus in Distriét 1 there was wide dispersion in the A/S ratios 35
that is éubstantial inequity in assessments within District 1. Thirty
seven percent of the properties that sold were paying taxes at least 12%
higher than the 28,3% with A/S ratios below 38. Conversely, the 28.3%
with A/S ratios below 38 were paying at least 127 less than the 37.7%
with A/S ratios above 44.

The districts with the largest number of A/S ratios over 44
were Districts 9 with 58.4%, District 6 with 56.7% and District 3 with
54.1%. These are the districts with the largest number of propefties

.which are over—assessed in comparisoh with other property, fhese dis~-
tricts have a high percentage of lower priced homes and condominiums.

The districts with the largest number of properties with
A/S ratios below 38 (that is, those which are most underassessed
relative to other property and other districts) - are Districts 7, with
41.7%, District 11, with 60% below 38.

Other districts which have large numbers both under and over
assessed include Districts 1, 4, 5, 8, 10, 12, and 13. 1In summary, there
are substantial variations in A/S ratios within and between Districts.
For the County as a whole, 18.0% of the sales had A/S ratios under 38,

while 42.67 were between 38 and 44 and 39.4% greater than 44,
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2. Accuracy and Equity of Assessments Between Differing Classes
of Property

As discussed earlier, asséssments are a matter of judgment in
which comparable sales, capitalization of income, and cost of construc-
tion approaches are used. The assessors have no ready access to income
data for commercial and.industrial properties, consequently, the asses-
sors.state that commercial/industrial property 1s assessed on a ''cost
of construction" basis.

However, when commercial/industrial assessments are appealed,
as they often are, income data ig often introduced by the appellant to
alter the assessment on the basis of "capitalization of income.” Large
commercial/industrial properties' assessments are then determined by the
Property Tax Appeals Board or the Court. But even when income data are
presented, the assessors said they go back to the cost of construction
for subsequent years.

In the past 6 fiscal years commercial/industrial property assess-
ments as well as assessments of other élaSSes of property (less new devel-
opment) have appreciated as shown in Table III-2. During this
period, the Boeckh Construction cost index for commercial and
factory comstruction increased 54.2% and the residential-coﬁ—
struction cost index increased by 49.0%. Thus, the cost of
commercial/industrial construction increase was S% greater than

for residences.
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TABLE ITI-2

7
MONTGOMERY COUNTY APPRECIATION RATES BY CLASS OF PROPERTY
; (New development is excluded)

Commercial Apartments Single-Family Consumer
Industrial Condominums Residential Price Index
72-73 3.6 6.2 7.4 )
73-74 -4.8 ~4.6 11.6 6.1
74-75 14,6 16.4 20.0 10.7
75~76 1.0 L8] 13.0 8.4
76-77 10.3 2.9 12.8 6.3
77-78 10.5 1.8 10.2 7.1
Percentage Change:
¥FY72-73 to FY77-78 39.1% 37.5% 102.0% 48.9%

Yet assessments of commercial/industrial pProperty increased . only 39.1%
while residential increased by 102.0%, or 2 1/2 times as much.8 By con-
trast, in Fairfax County the percent change in assessed value of commercial

i ~and 1industrial property from 1970 to 1977 was 75.4% and for residential
. .

property was 75.2%.

In 1975-76, when the cost of building materials was golng up at a

rapid rate (8.5%) and the consumer price index increased by 8.4%, and single

7Source: Ira Epstein, op. cit., p. 16.

8Some might argue that residential values are differentially
increased by the growth restrictions from the sewer moratorium. How-
ever, the sewer moratorium applied to all construction and presumably
should have increased the value of all types of property. Differences
of 2 1/2 times warrant careful examination.

9Memorandum from the County Executive, Leonard Whorton, to Fairfax
Board of Supervisors, May 23, 1977, Attachment E, Comparison of Assessed
Value Changes Commercial-Industrial Properties Versus Residential Property.
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family assessments increased by 13.0%, commercial/industrial assessments
increased by only l.d%.

In 1976-77, the assessoOrs began using the manual to help deter-
mine commercial/industrial assessments and this resulted in average assess-—
ment increases of 10.3%. Only one-third of these properties were reassessed
physically in FY 1976-77. 1In FY 1977-78, another one-third were reassessed
physically and the assessment increased by 10.5%, and tbe final third was
reassessed for FY 1978-79 with an overall increase of 12.8%.

But the increases of these past two years do not Begin to offset
the.underassessment of commercial property from 1972-73 through 1975-76,
when commercial/industrial assessments increaséd about 15% over this &4 year
period, while single family assessments increased almost 60%, or 4 times
as much.

We believe this is clear and compelling gvidence of substantial
underassessment of commercial/industrial property.

Further insight into what has happened to commercial and industrial
assessments can be seen by looking at a specific property -—— 2 major depart-
ment store in a large shopping center. Table III—3.sh9w$ the history of
assessment from 1972 ;hrough 1977, during which there was no change in the
building of 1and. Assessments have been adjusted for the change 1in the
jnflation allowance, for comparability with Table III-2.

For the period 1972-1977, the improvemeﬁt assessment for this
property grew only 14.7% while the Boeckh cost of construction index for
residences increased by 49%, and for commercial and factory property, by
54.2%. The total assessment grew by 39.47% compared with the 102% growth

in residential assessments for the same period.
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TABLE III-3

ASSESSMENT HISTORY OF A DEPARTMENT STOREl

" 11.76 acres

YEAR © LAND IMPROVEMENTS TOTAL
1972 640,633 $1,573,833 $2,214,466
1973 743,125 1,575,837 2,318,962
1974 729,612 1,547,190 2,276,802
1975 845,620 1,756,500 2,602,120
1976 1,281,250 1,796,500 3,077,750

(1,760,000) > (3,041,250)
1977 1,281,250 1,805,200 3,086,450

Increase: -

1972-1977: 100% 14.7% 39.4%

lAssessments were to be 60% of true value in 1972 & 1973, 55% in 1974, and
50% in 1975, 1975 and 1977. For comparability, all assessments have been
adjusted to 50% in this table.

2Revised assessment after appeal to PTAAB.

The assessment increases over the past 7 years for apartments
and condominiums (Table II-2) (excluding new development) were only
37.5% from 1972-73 to 1977-78. During this period single family residences

increased by 102.0.10’ll

lOAccording to the assessors, condominiums and residences are primarily
assessed using a "comparable sales approach" and apartments using an "income
capitalization" approach.

llSource: Ira Epstein, op. ecit., p. 16.
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During this period the cost of construction index for apart-
ments, hotels, and office buildings increased 49.9%12. However,
as shown in Table III-2, the annual changes in assessments of exist-
ing‘apartments and condominiums appears to be erratic and unrelated
to their cost of comstruction or any other variable.13 They
1ncfe§sed by 6.2% in FY 72-73; decreased by 4.6%.in 73-74; increased
by 16.4% in 74-75; by 11.3% in 75-76; 2.9% in 76-77; and onlf 1.8%

in 1977-78.

A much closer analytical look at the assessment practices and
procedures of existing apartments is urgently needed. The cost of cbn-
struction for apartments has increased at about the same rate as- resi-
dences, but the apartment assessments have increased at a much lower
rate than even the cost of construction. Policies, procedures and
practices in the assessment of apartments result in substantial inequi-
ties and must be revised and monitored. We believe this is another
example of inequity between classes of property that results in home-
owners, especially condominium owners, disproportionately paying

property taxes.

12During the period of time very few private apartments- have been
constructed (presumably because of the low rate of return and high costs
of construction) consequently the cost of construction may not be the best
measure of value for apartments.

13Unfortunately the assessment of apartments and condominiums can
not be separated for data analysis in the early years. See 3. below
for a detailed analysis of recent changes in assessments.
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'.3. Accuracy and Equity of Assessments Within Various Classes of
Property - Means and Coefficients of Dispersion

The ﬁontgomery County annual tax tapes for the past 4 years
were used to compute mean A/S ratios by subdivision, district and
County for each class of property. Following the earlier analysis of.
the dispersion of A/S ratios by subdivision and district using the
frequency distributions, we restricted this analysis to sales in which
there were some improvements because it was believed. that unimproved
land required a different kind of analysis than what was possible with
- the data on the annual tax tape with the limited time and funds avail-
able. An analysis should be done of the sale of unimproved'iand, but
it was not possible for us to do this with present.resources. Secondly,
we chbse to limit these analyses to cases in which the A/S ratio was
between 20 and 60 in order to exclude deviant cases that might skew
or distort the basic relationships. (In an early test run, bounds of
20-80 were used and the results did not differ substantively.) This is
a conservative choice of bounds and would tend to underestimate the
degree of dispersion in actual A/S ratios.

What is a good assessment system? The mean A/é ratios should
be the same within various classes of property.14 To the extent that il
they vary from the average or mean, there is‘a problem of under and/or

over-assessment -- a problem of inequity.

14News Release, Fairfax County Government, May 20, 1977, Number
BOYTTS B 2
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The coefficient of dispersion is a standard way of mease;ing
variation from the average. Fairfax County in 1976 had a Countywide
coefficient of dispersion of 5.12% for all classes of property. For
some areas in that County they had a coefficient of dispersion as low
as 2%.” They have aemonstrated that with a modern computerized system --—
and with fewer assessors —- the coefficient can be reduced to about

" 5%. Our goal in Montgomery County should be 5% for the entire County.
Bt “ReaonEiAl

Table ITI-4 shows the number of sa}es in Fiscal Year 1977
by election district and the mean A/S ratio for these_sales, the stan-
dard deviation, and the coefficient of dispersion. The reliability ef
the analysis is dependent on the accuracy of.the sales transactions in
representing the average assessment-market price ratio fer all propef—
ties within the respective class.

The overall countywide residential mean A/S ratio is 41.0
for the 9,698 cases. There are substantial variations 15 A/S ratios
between districts ranging from 38.6 in District 7 to 43.6 and 44.1 in
districts 6 and 3.15 In three of the 13 districts (3, 6 and 9) the mean
A/S ratie is at 1east 10%Z higher than in district 7 and 10. The within
distiice average coefficient of dispersion is also high with the dounty
avefage being 9.2% (and this is a very conservative estimate); With the
use of computers to assist assessors, the average coefficient of dispersion
for residential property should be under 5% since it is the easlest class

of property to assess accurately.

15District 11 had only 10 sales and A/S of 36.9.
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TABLE III-4

.

EQUITY INDICATORS OF RESIDENTIAL PROPERTY ASSESSMENTS
by District and the County for FY77

I
6.4% of the 150,839 residences sold

Number of

District Sales*
1 78
2 142
3 198
4 1,494
5 575
6 465
7 1,407
8 386
9 1,642
10 449
11 10
12 122
13 2 B0
County 9,698

Source: MIS

Mean A/S Standard Coefficient of

Ratio ** Deviation Dispersion
42.4 5.0 8.9
41.9 5.7 11.0
44,1 4.4 Th(
40.8 4.6 8.3
41.2 4.4 8.0
43,6 4.4 7.8
38.6 5.2 10.2
40.4 4.4 7.8
43.6 4,2 7.5
39.5 4.6 9.0
36.9 W) 15.3
41.4 5.6 10.9
41,7 4.4 7.9
41.0 9.2

had A/S ratios between 20 and 60.

%k
Weighted means.
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The Task Force's Committee on Accuracy of Assessments
observed certain practices which may lead to wide variations in assess-—
ment ratios. First, relatively few sales may take place in the 18-month
base period. There were instances where as few as 2 or 3 sales were
used to determine the assessment increase for an entire subdivision.
Second, considerable subjective judgment seems to be used in preparing
the sales analysis. The assessors make references to the "uninformed
buyer" as justification for deleting transactions with a higher—than-
expected sales price from the sales analysis. Also, the sales analyses:
seem to be incomplete.. The Committee found that:

(a) they often include only some of the sales in the 18-

month period{w

(b) some sales in an 18-mon£h period are included in the

data for one year, but are not included in the subse-—
quent year's data (where they should have been) to do
the next year's sales analysis - with novexplanation
for this obvious inconsistency;

(c) conversely, some sales aré jncluded in the following

year, that were not included in the previous year (when
they should have been) . V

The assessment process allows wide variations in assessment/
sales ratios to persist. The Committee selected twoO subdivisions to
{llustrate this effect: Randolph Hills and Bannockburn Estates. The

former is an example of a large tract subdivision with moderately priced
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homes. (About $40,000 in 1973-74). The latter is a subdivision of
individually styléd.homes in'the upper-middle price fange ($120,000
to 300,000 in 1973-74).

The sales analysis used to establish the 1976 assessment
for Randolph Hills (Tab III-A) contains sales data for the latter half
of 1973, and for 1974. The assessment/sales ratios before reaséessment
range from 40.2% to 55.4% with an average of 46;6%. After reassessment,
the ratios range from 42.3% to 58.3% with an average of 49.0%. Thus,
while the average has been raised, the spread of A/S ratios has not
been reduced - if aﬁything it has increased.

The sales analysis for Bannockburn Estates (Tab III-B) shows
gssessment/sales ratios before reassessment ranging from 28.8% to 57.6%,

with an average of 41.8%. After reassessment, the ratios range from 37.2% ‘

_to 62.8%, with an average of 48.3%. The wide variation in A/S ratios has
been oniy slightly reduced b? reassessment. ‘

When the assessor finds an unusually low A/S ratio in.his
sales analysis of a subdivision, there does not appear to be a concgrted
effort to raise the assessment value to briné its A/S ratio closer to the
mean value. This is most obvious in high-priced subdivisions. Table III-5
shows a numbe? of examples over a seven-year period whefe a given residential
property had a low A/S ratio at time of sale which remained low. The A/S
ratios shown in this table are calculated using the sales price at time of
sale (perhaps 5 to 7 years ago) and would be much lower for a more recent.

sale.
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The reasons given by assessors for allowing such disparities

to stand are discussed in Chapter IV, Section A 3.

TABLE III-5

EXAMPLES OF PROPERTIES WITH CONTINUED LOW A/S RATIOS

Location

A/S Ratio Using

% Price (%) Assessments ($) Sale Price Shown

Subdivision of prop. Sale Date 75-76  76-71 77-178 & 77-78 Assessh

Arrowood Lot 9, 175,000 62,360 67,220 71,820 41.0

] Bl. B Oct. '73 i

Bradley Hills Lot 1, 285,000 71,950 84,260 90,080 31.6

Grove Bl. C Sept. '74

Bealls River 240,000 49,090 65,450 68,990 28.78)

Mount -Road Sept. '71

Seven Locks ‘Lot P4 170,000 46,630 67,880 71,390 41.9

Manor May '74

Farmington Lot P5 300,000 113,080 37.6
Bl. 2 Mar. '76

Rollingwood Lot 21 180,000 45,670 49,930 59,280 32.9

Terrace Bl1. C Aug. 76

Rollingwood Lot 30 235,000 68,540 72,830 87,780 37.3

Terrace Bl. B Nov. '74

Burning Tree Lot 21 234,200 72,740 80,800 97,450 41.6

Estates Bi. 12 Jan. '74 .

Bannockburn Lot 8 170,000 55,750 66,950 77,870 45.8

Estates Bl. L Jan. '73 _ .

Bannockburnb)' Lot 2 290,000 83,440 170,740 125,620 43.3

Estates Bl. J July '73 .

Sumner Park Lot 2 215,000 55,750 66,950 77,870 36.2
BE Apr. '72

a
)19 acres are farm assessment and 2 acres are homesite.

b)This property was assessed at $81,290 in 73-74 and.$73,860 in
74-75 to reflect State assessment level changes that took place.
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b. Condominiums

Eighteen percent of all condominiums in the County were
sold in.FY77, (Table iII-6). Their mean A/S ratio of 44.7 was substan-
tially highef than any other class of property. Average A/S ratios
among condominiums varied widely from a low of 39.1 in District 7, to
high ratios of 49.1, 48.9, 47.7, and 47.5 in Districts 5, 6, 8 and 12.

The overall coefficient of dispersion was high with the
average being 9.07%. A modern computer assisted assessment system

should have less than 4% dispersion among condominiums.

TABLE III-6

EQUITY INDICATQRS OF CONDOMINIUM PROPERTY ASSESSMENTS
by District and County for 1977

Number of Mean A/S Standard Coefficient of

District Sales ' Ratio* Deviation Dispersion
1 7 49.2
4 261 45.0 4.6 Ve
5 76 49.1 317 6.2
6 23 48.9 1.9 2354l
7 331 39.1 6.3 13.6
8 61 47.7 207 4.3
9 516 46.4 51 7.2
10 179 46.1 35 5.5
12 13 47.5 1.9 3.2
13 895 46.1 4.1 6.6
Countywide 2,362 Aol ) 9.0

Source; MIS

*
Weighted means

Fedk
18.3% of the 12,911 condominium properties were sold in FY77
with A/S ratios between 20 and 60.
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Condominiums as a class have too high an assessment-market
price ratio in comparison to other classes of property and this results
in condominium owners payirg higher property taxes in relation to pro-
perty value. .

c. Apartments

Seventy—-four or only 6.2% of the 1,195 apartment buildings
were sold in FY77.. The average A/S ratio was 36.7. This is far below
the average A/S for condominiums of 44.7 and of residential property
of 41.0 (Tagle I1I-7).

The countywide coefficient of dispersion was 21.5, much
greater than that for residential property (9.2) and condominium pro-
perty (9.0). This indicates a large amount of variation in assess-
ments within this class of property. Clearly, the assessment Af apart-—

ments is among the most inequitable of all assessments.

TABLE WIT=7

EQUITY INDICATORS OF APARTMENT PROPERTY ASSESSMENTS
by District and County FY77

Number of Mean A/S Standard Coefficient of

District Sales Ratio* Deviation Dispersion

4 13 39.4 12.5 93.7

5 1 48.6 _

7 6 81 1 IR 13.0

9 4 31.7 6.8 19.7

13 30 37.1 _8.9 19.4
Countywide 74%* 36.7 9.5 25

Source: MIS
*Weighted means

*%6,2% of the 1,195 apartment properties were sold in FY77 with
A/S ratios between 20 and 60.
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d. Commercial-Industrial

Only 2.1% of all commercial and industrial properties

3 Because small businesses which sold for less

(103) sold in F77.%
than $150,600 made up the majority of all sales and these tend to be
assésSe@ higher than.the more expensive commercial and industrial
propert}, the A/S ratio is of limited comparative value. For example,
gasoline service stations tend to turn over, whereas large businesses.
very seldom are sold.

Overall commercial-industrial property was assessed at
an A/S ratio of 37.5 (Table III-8). Higher cost properties were also
agsessed suﬁstantially lower than lower priced property. This class
of property appears to be seriously underassessed.

For a further discussion of commercial industrial assess—
menf, see Section 2 above which presents historical data on assessménts
by class of property. That analysis is much more significant because
1) so little commercial-industrial property is sold in any year, and
2) that which is sold is the lower priced commercial—industrial small
business, and 3) large commercial-industrial properties are virtually.
never sold.

Accurate and equitable assessment of commercial and indus-
_trial property requires much more effort. The current appeals process

also requires better preparation of assessors and attorneys than at

present.

16When 10 properties which were in other classes, i.e., Non—-Con-

forming (5), Plural Zoning (3) Special Exception (1), Town-Sector (1),
were excluded, the mean commercial-industrial A/S ratio was 37.3.
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TABLE III-8

EQUITY INDICATORS OF COMMERCIAL-INDUSTRIAL PROPERTY
ASSESSMENTS BY SALES PRICE FY77

Number of % of Mean A/S Standard Coefficient of
Sales Price . Sales* Sales Ratio ** Deviation Dispersion
0-150,000 - 59 57.3% 4252
150, 000~300,000 neme g e K17 . 52 38.4
300,000 + w268 258 2L 35.7
Countywide 103 110020% 37.5 1042 23808

Source: MIS

o ]
Only 2.1% of the 4,868 commercial and industrial properties were
sold in FY77 with 74.8 percent having sales prices below $300,000.

Kk
Weighted means.

e. Farm Assessment 1977

Only 30 of 2,141 farms (1.4%) were sold in 1977. Of these
thirty, only 12 which sold for over $150,000, are likely to be true farms.
The others are claésed as farms but are more likely to be small parcels
to be developed.

The mean A/S ratio was 18.4 - much lower because of the
farmland assessment - than any other class of property. For this reason
we included A/S ratios with improvements between 10 and 60 for this
analysis. (Those with no improveﬁents (buildings) were.excluded.)

But even here there is substantial inequity with an

average variation of 39.4% in the assessments of the farms. (Table I1I-9).
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Five pieces of farmland which sold for $75,000 to $100,000
had an A/S ratio of 33.8, while all other pieces had A/S ratios near 20.

The 12 largest sales had an A/S ratio of only 16.6.

TABLE III-9

EQUITY INDICATORS OF FARM PROPERTY ASSESSMENTS
_BY SALES PRICE FY77

) Number of Mean A/S Standard Coefficient of
Sales Price Sales * Ratio ** Deviation Dispersion

0-50,000 27.2
50,000-75,000 . - 22.2
75,000-100, 000 33.8
100, 000-150, 000 20.1
over 150,000 16.6

Countywide 18.4

Source: MIS

* .
Only 1.47% of 2,141 farm properties sold in FY76-77 and they
had A/S ratios between 10 and 60. Farm properties without improvements
(buildings) were excluded.

%%
Weighted means.

f. Summary by Classes of Property

Mean Coefficient of

A/S Dispersion
Farm 18.4 39.4
Apartments 36.7 21.5
Commercial~Industrial 755 23.1
Residential 41.0 9.2
Condominium 44,7 9.0
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There are substantial differences in the average AlS
ratios by differing classes of property. This means that there are
substantial inequities in the taxation of differing classes of pro-
perty. There are also substantial variations in the assessments within
each class of property Fairfax County has achieved a countywide coef-
ficient of dispersion of only 5% for all classes of properties combined.
In Montgomery County, the coefficient of dispersion by class is:
residential, 9.2; eondominium, 9.0; apartment, 21.3; commercial—industrial,
23.1; and farm, 39.4. (Montgomery County has no class of property even
close to 5%, and the overall COD would be higher rhan the residential
one.,)

4. Accuracy of Assessments and Sales - Regressivity

As the saies price of residential, condominium, and commercial—
industrial properties increase, the average A/S ratio decreases (Table I1I-10)
This means that higher priced homes, condominiums, and commercial—industrial
property in effect have a lower property tax rate than lower priced pro-
perties. The present assessment system is regressive.

A rough estimate of the magnitude of this regressivity is
shown in Table III-11. If one assumes that the distribution of sales in
FY77 is representative of all residential property in the County, one can
estimate the amount of taxes paid byeach of the sales price categories
with their average A/S ratio (Column 6). We can compare the amounts each

price category would pay if all categories were assessed with the same

average A/S ratio of 41%.
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Column 9 gives a very rough estimate of the dollar amount
of "over" or "under" payment by each residential unit. The estimates

range from an "overpayment" of $46.80 to an "underpayﬁent" of $168.01.

TABLE III-10

A/S RATIOS BY SALES PRICE AND PROPERTY CLASS. (FY77)

Residential Sales

Sales Price Number of Sales Mean A/S
0-50,000 2422 43.6
50,000~75,000 4084 42,1
75,000-100, 000 19594 o * 40.9
100, 000-150, 000 1006 '38.8
150,000 + 277 38.2
9698 41.0

Condominium Sales

0-35,000 3= 756 ' : 48.3

35,000-50, 000 932 46.6
50,000-75, 000 ; 530 44.0
75,000 + - _144 35.8
' . T 44.7

Commercial-Industrial Sales

0-150, 000 59 42.2

150,000~500, 000 18 38.4
500,000 + 26 35.7
: 103 ' I s
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CHAPTER IV

ASSESSMENT METHODS AND PROCEDURES

A. Residential

Residentiél assessment practices in Montgomery County have undergone
several changes since 1970. It is important to understand thése.changgs
in order to interpret the trend of particular property éssessments.

In 1971, the new assessment manual was introduced by thg.State Depart-
ment of Assessments and Taxation. It provided a standard method of esti-
mating the reconstruction cost of a proberty based on cubic féet of living

space. Initially, improvements were assessed strictly according to the

‘manual, and sufficient value was attributed to the land to bring the over-

all assessment into agreement with average.market prices in the subdivision.
(This 1is frequgntly referred to as assessing land as a residual.)

After several years, it was noted that in Montgomery County; at
least, this method pfoduced unreasonably high land values for certain
models of homes which were in high demand. The assessment office then
adopted (informally) a new approach. Land assessments wefe to be adjusted
to comprise approximately 30%Z of the total property value, and the "cubic

foot factor" used in valuing improvements is adjusted for certain house

models to obtain an average level of assessments comparable with sales data.

As a result of a court order, an annual assessment of evéry property
was iﬁstituted.in 1974, whereas previously one—third of all properties
were reassessed each year. This resulted in the adoption of two different
types of residential assessment procedures. Each year, one-third of the
properties are subjected to a physical review (i.e., a visit.to the property)
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and a complete reassessment using both reconstruction cost analysis and
sales data. The other properties are reassessed simply by applying to

the previous year's assessment an increase factor for land and an increase
factor for improvements, based on sales data. These two methodé afe
described briefly below, using the 1978 levy as the example. FOR THAT
LEVY, THE ALLOWANCE FOR INFLATION WAS 50%, THOUGH IT HAS SINCE BEEN
CHANGED TO 55% FOR OWNER OCCUPIED RESIDENCES. FOR CONSISTENCY IN THIS
CHAPTER, THE 50% FIGURE IS USED THROUGHOUT SINéE NO DATA WAS AVAILABLE

ON ASSESSMENTS USING THE 557% FACTOR.

1. Assessment Based on Physical Review

A sales analysis is prepared by hand for each subdivisioﬁ; Qsing
data recorded by the clerical division at the time of sale which includes
the sale price based on revenue stamps. The assessor lisgs ail sales in
the subdivision in two groups -- those which occurred during the last 6
months of 1975, and those which occurred during 1976. Since this work
bégins early in 1977, the assessor does not include 1977 sales in the
analysis. The '"market value" for the 1978 levy is therefore based on
sales in 1975 and 1976'—— sales which are twelve éo thirty months prior
to the December 31, 1977, "date of finality."

Sales which, in the judgment of the assessor are 'out of 11pe"
are crossed out, based on the assumption (which may or may not be vérified)
that it was not an "arm's length'" sale, that a significant amount of fur-
nishing or other items may have been included in the sale price, or that
an "uninformed" buyer or seller was involved. No statistical criterion .

is used to determine when a sale is "out of line." Several examples are

shown in TAB IV-A, pages 2 and 3.
g “»gi-2il =




Using the assessment/sale ratio for each remaining property, the
mean assessment/sale ratio for each group is calculated. 1In most subdivi-

sions the ratios will be below 50%, since the assessments are based on

sales thch afe, on fhe average, one year earlier. This giQes the assessor
a general idea of whether,.and how much, the average assessment in the
subdivision must be increased to approach the goal of 50% of market value.
Next the assessor develops a set of price factors for land in
- each subdivision based on land area in square feet. The highest rate per
square foot is assigned to the minimum size building lot in_the subdivision,
as limited by zoning restrictions Additional land above the minimum
size lot is assessed at a lower rate. This is illustrated in the Summary
Shee;, TAB ?V—A. The rates are set in an attempt to bfing land -assessments
close to 30% of the overall assessed value. Where there is mofe than one
zoning in a subdivision, rates are further constrained to yield the same
value for equal sized lots regardless of which zone they are in. These
rates are used to determine the value of each lot in the subdivisios.
The value is then reduced by 50% to determine the land assessment.
The assessor visits each property to verify the physical infor—
mation on the assessment worksheet. He then computes the reconstruction

cost of improvements, using the Maryland Assessment Manual as a guidel—f

lSome observers have questioned why the assessor bothers at all

with a complex and sometimes controversial reconstruction cost estimate
when, in fact, assessments are based almost entirely on market value.
The answer appears to be threefold:

a. In some areas, sales are too few to establish a market value
for each type of property -- particularly in areas of custom built homes.

b. Use of reconstruction costs helps establish uniformity of
assessments within a subdivision. .

c. The law 1s interpreted as requiring that assessments be based
on consideration of all applicable valuation methods.
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the manual calls for the following steps:

a. Determine the grade of the dwelling, type of exterior walls,
perimeter, square foot of ground floor area of the house, and cgbic feet
of interior space.

b. _Determine a rate for the cost of comstruction per cubic
foot for Baltimore City in 1970, using a table in the'manual. The rate
is based on the quality of comstruction, the type of residence (e.g.,
wood siding), the pe;imeter and the square foot grouﬁd floor area of the
house.

c. Multiply the rate by the cubic feet of interior space.

d. Add cost adjustments for deviations from the "standard"
residence of that type and quality, e.g., additiomal baths, air condi-
tioning, fireplace. These deviations may increase or decrease thé'value.
In-ground swimming pools, tennis courts and permanent out-buildings are
assessed as improvements. Landscaping, fences, and circular driveways are
not assessed.

~e. Multiply the total cost obtained by an index which relates
Montgomery County and the current assessment year to the cost for Baltimore
City in 1970. For example, the index for Montgoﬁery County for January,
1976, was 160.3 for frame construction and 160.0 for brick comstruction.
The index is furnished by the State assessment office each yearl' The
January 1, 1977, index is used for the 1978 tax levy.

f. Reduce the resulting reproducéion cost by a depreciation

factor.
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g. Take 50% of the resulting depreciated reproduction cost to
get the assessment on the improvements

The ﬁethod of assessing reconstruction cost just described is,
with one exception, in accord with current appraisal practice. The ekcep—
tion is the use 6f a cubic foot factor; moet appraisers now use a square
foot factor. The qtate of Maryland is revising the assessment manual to
use a square foot factorf

Some confusion has been introduced by the practice of edjusting
the cubic factor when, in the judgment of the assessor, the factor in the
manual does not reflect current market conditions. The citizen who obtains
his worksheet and discovers that the factor is higher than that specified
in the manual feels either that'a mistake has been made, or that he is
being "ripped off." An explanation by the assessor that the manual is
"just a guide" or that the assessor must '"'use his judgment" is not a
very satisfying response. |

The process by which the assessor decides that such factors must
be adjusted is a complex one, and the uniformity with which such adjust-

ments are applied is not readily visible. It would be helpful if the

assessor would retain, along with his sales analysis, a record of the

analysis leading to his decision to depart from the factors prescribed

in the manual and an identification of the properties (or types of pro-

perty) to which the adjusted factor was applied.

Once assessments have been completed for each Property in the
subdivision, the assessor enters in the "after" column of the sales

analysis form the new assessment for those properties which sold in the
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base period, and the corresponding assessment/sale ratio. The average
ratio for the subdivision is again compﬁted. The Field Supervisors use
this "after'" average to determine whether the assessor has achieved the
desired ;atio of assessment to market value in the subdivisioq.z

Figure IV-1 shows the comparisons made to determine the "bgfore"
and "after" assessment/sale ratios, and the actual ratio which would be
computed by comparing the assessment in force with sale price at the time
a property is sold. It should be noted thét the "after" assessment/éale
ratio is computed with respect to a base period.éhich'is 12 to 30 months
prior to the date of finality. Although assessments are supposed to
reflect "full cash v#lue" on the date of finality, they actually réflect
"full cash value,”" on the average, 21 months prior to that date (the
midpoint between 12 and 30). As a result, assessment/sale ratios com- <
puted on an "actual" basis (i.e., assessments in force at the time the
propefty is sold) may reflect differences due to different inflation
rates during the intervening.years. These differencgs make 1t very
difficult. to interpret apparent ingquities when assess&ent/saie fat?os
are compared on the "actual' basis, as we have done in Chapter III. It
is difficult to tell whether the degree of regreséivi£§ observed, for
example, reéults primarily from different iﬁflation rates. As will be
discussed later, we believe that sEeps can and shoula be taken to reduce
this time lag and the consequent differences in assessment/sale ratios

as of the date of finality.

2The fact that before and after ratios are almost identical in the
Kenwood Subdivision, TAB IV-A, is unusual. In the past few years, the "before"
assessment/sale ratio has been in the vicinity of 40% and substantial assess-
ment increases have been required to achieve the target of about 47%.
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2. Assessment Based on Previous Assessment

Only one-third of the subdivisions are scheduled for physical
review each year and assessed as described above. For the other two-
thirds, assessments are increased using an increase factor for land and
an increase factor for improvements applied uniformly to every property
in the subdivision. The factors are developed from a "hefore" sales -
analysis similar to that described above.

The factors are established to meet, insofar as possible,
three cﬁnditions:

a. Approximately 30% of the overall value assessed against
land.

b. Overall assessment/sales ratlo of 47% for the full year.
(1976) sales group.

c. Overall assessment/sales ratio of 50% for the half year
(1975) sales group.

Since it may not be possible to meet both b and c, the
assessor leans toward the group with the greatest number of sales.

Once these increase factors are determined, they are applied
to the érevious (1977) assessment for all properties in the subéivision.
No further_fgview of those properties is made unless changes in the
property have been brought to the attention of the assessor via, e.g.,
building permits. In those cases, the replacement cost analysis will

be reviewed and further adjustments to the assessment may be made.
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3. Potential Sources of Inequity

Whether these procedures are capable of yielding equitable
,éssessments depends on the definition of equity. Unfortunately, the
law ‘and the guidénce from the courts and the state do not-define equity
with sufficient precision to allow a definitive evalua;ion of the pro-~
cedures used.

One view of equity is that all assessments should bear the
identical ratio Lo the market price of the property. 1In this view,
any disparity in assessment/sales ratios between different properties
is ipso facto inequitable. The price at which a pProperty sells is
Ppresumed to be the best available measure of its "full cash value"
unless some specific defect in the transaction can be shoyn.

Residential éssessors in the Montgomery County offiée act in
the belief that the market price 1s an unreliable indicator of value for
any indiviudal property. The price in an individual transaction may
bg affeéted by a lack of information by the buyer or seller, by time
pressures (or lack thereof), or by particular and temporary matters
of buyer preference. Market Prices must be averaged over many trans-
~actions before they have validity. Market prices can therefore be used
only to establish the level of assessment of a group of properties.
Individual property assessments must be established based on such
tangible facfors as lot size and’characteristics of the improvement,
so that any difference in assessment between nearby properties can be

defended based on tangible differences. This, in the assessor's view,

is essential for equity.
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The methods and procedures used by the assessor's office in
Montgomery County clearly reflect this belief. These procedures prbduce
results which appear inequitable to an observer who hpldé the former
vie& of.equity, i.e., value equals market price. For e%ample, when a
property sells at a price which reflects an abnormally low assessment/
sale ratio, no effort is subsequently made to raise the assessment on
that proberty. Assessors consider that such an action would penalize ‘
the.properties which turn over, relative to properties which are not
sold.

We recognize the reasons which cause the assessor's reluctance
to use a saie price as the sole basis for an assessment. Nonetheless,

we believe that the assessor should not allow low a/s ratios on individual

properties to persist without careful investigation of the factors

involved in the éale and the present character;stics of the property.

As discussed previously in the chapter on Accﬁracy of ;
Assessments, higher priced properties tend to have lower assessment/
sales ratios thaﬁ lower priced properties, when ratios are computed
at time -of sale. Apart from the possibility of different inflation .
rates, as discussed above, there are two factors which may bring fhis
about:

a. There are fewer sales of higher priced properties, and.
assessors are more conservative in assessiné’thém (i.e., they'd6.not
go as close to 50% when sales are few). .

' b. There are more un-assessed values (such as landscaéing,
circular driveways, fences, storm windows and doors, additional insula-
tion) associated with the higher priced properties.

IvV-10




We believe that these factors should not result in higher

valued homes having lower assessment/sales ratios. Procedures should

be revised to eliminate these factors which give favorable treatments

. to higher pricéd homes, except as prohibited by 1aw.3

4. Alternative Approaches to Mass Appraisal

P:ofessional appraisai of real property accordiﬁé to -approved
textbook methods requires several hours per property. The appraisal
of hundreds of thousands of properties annually obviously requires
shortcuts. Three relatively ''pure" mass aépraisal techniéues are
described below. Each of these methods implies a different standard
of'equity.

] Any evaluation of the assessment system will be influenced
by which.of these methods the evaluator considers the “fairest." In
the absence of an assessment standard clearly defined in the laﬁ;
actual assessment systems tend to combine these approaches, of;en'ih
indirect and obscure ways. However, any attempt to improve the mass
appraisal system by making it more ''pure" should recognize the funda-

mental conflicts between these approaches and the associated concepts'

of equity.

3Senate Bill 858, which became law in 1978, provides that the addi-
tional costs of solar heating, over the cost of conventional heating, shall
not be assessed in buildings containing both. This will create a disparity
in a/s ratios for units so equipped which is likely to "favor" higher priced
homes. Thus, uniformity of assessments related to market value is being
foregone to an extent to meet a public policy goal of encouraging energy
conservation. In addition, the law stipulates (Article 81 Section 19(a) (12)
that expenditures for normal repairs and maintenance may not be assessed.
Hence, recent repairs such as a new roof, replacement of gutters, electrical
rewiring, painting and redecorating may not be assessed, though these items
can affect the sale price.
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a. Assessment Based on Sale Price

The assessment for each property could be based on its
most recent sale price, adjusted by a price inflator sincg the year
of sale. The price inflator could be computed on a subdivision by
subdivision basis, but there would be advantages in administration
if a co;nty—wide inflator could be used. (The boundaries used for
cémputing subdivision inflation rates are controversial, particularly
when salés in the basic subdivisions are few.) When a property has
never been sold, (e.g., when the owner builds a house on an empty
lot), or when the assessor believes that the sale price is too low
because of a defecf in the transaction (not arm's length), the pri;e
of comparable properties could be used to set the assessment. Sale
prices which are too high for one reason OT another would be adjusted
when thelproperty owner supplies reasonable grounds in an appeal
proceedingf

] fhis method would eliminate the biases which produce
lower assessment ratios on higher valued propérties, and would also
eliminate the persistence of ratios which are "out of line" when the
property is sold. The effects of a favorable ruling on appeal would
normally affect the basic sale price benchmark, and thus all future
assessment;, until the property is again sold.

The principal problem with this approach is lack of uni-
formity. Assessments of jdentical properties will be identical only
if they are sold under jdentical market conditions. There are obviously
a variety of market conditions which can influence the price of an

individual sale.
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b. Assessment Based on Characteristics of the Property

Another approach would be to base assessments only on
property.characteristics. A formula could be developed for land, and
another for improvements, and all Properties could be assessed using
the formulas. Individual sale prices would be ignored.

This approach achieves the ultimate in unitormity, in
that identical properties will always have identical assessments, and
any difference in assessments would be directly traceable to differences
in location or physical features. An appeal would have lasting effect
only if it resulted in a change in the description of the physical
characteristics of the property, or a change in the formulas used
for all properties.. Variations in assessment/sale ratios due to
intangible factors or market conditions would not be considered
"inequities." |

¢. Benchmark Appraisal Plus Inflator

This approach is similar to the sale price method, except-
that a carefully executed benchmark appraisal would be used as the
base, which would be increased by an inflation factor year after year,
regardless of whether the property sold. Physical review would be
.performed, and the_benchmark changed, only after some modification to
the property. This might avoid some of the arguments about the validity
of market prices, and.would avoid year to year fluctuaticns in the
treatment of the property due to variations in assessmemt formulas and
practices. Successful protests to the benchmark appraisal would have

lasting effect.
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5. Combining Approacheé to Mass Appraisal

The assessment systeﬁ now in use.in Méntgomery County com-
bines features of all three of the approaches described above. Thus,
it yields neither perféct uniformity, nor consistent assessment/salés
ratios. Lacking a clear legislated standard of value, and given the
need to assess all ﬁroperties every year, it is unlikely that the
system can be reduced to a single approach. It would be desirable,
ho&ever, to reduce the degree to which the éssessor achieves a com~ ’
promise among these methods by judgments and cglculations which are
not documented. k

A useful example of how this can be done 1is prpvided by
the Fairfax County computer assisted assessmegt system. In Fairfa%
County, Virginia, a computed-based system p;oduces'proposed assess—
ments by three different methods:

a. A market based multiple regression analysis,

b. a uniform reconstruction cost formula, and

c. a time trend analysis.

' All three estimates are recorded for each property, and

the assessor then makes a final judgment using all available data
- plus the three éégimates. The assessor uses_his knowledge of éach
geographical aréa to determine which of the assessment methods is
most relevant to the particdiar situation in that neiéhborhood.

The Fairfax County system has distinct advanfages reiative
to the system used in Montgomery County. Each individual assessment

method is carried out in a straightforward way. The pertinent data
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is recorded and the prescribed formulas are applied in a way which
can be checked 1f desired. No attempt 1s made to judgmentally adjust
estimating factors to force the methods to produce identical results.

Judgment is finally applied, but the range over which judgment has

!

been applied is ciearly and visibly bounded. Anyone of average intel
ligence can comprehend how the assessment is calculated, and where
the judgment is applied. In Montgomery County, by contrast, judgment
is applied at numerous points, sometimes without recording the perti-
nent data, and almost always without any clear evidence of the magni-
tude of its effect. Assessors Jjudge which sales to exclude from the
sales analysis; what fraction of the assessment should be attributed
to land; whether the various construction cost factors are applicable
or should be modified; how close to 50% the assessment/sales ratio
should be for each subdivision, and so forth. It is almost impossible
for the properéy owner to determine the feasonableness of these judg-
ments, and this committee has found it iméossible to ascertain how
uniformly they are being applied. Accordingly:

We recommend that the County Supervisor of Assessments use

objective statistical techniques for the appraisal process, docu-

ment the range of possible appraisals of each property, and make

explicit the nature and effect of judgments made by the assessor in

arriving at a final assessment. This approach makes much clearer

the range of uncertainty involved in assessing each property, how
arguments stressing market versus cost approaches affect the apprai-

sal, and what standard the assessor applied in making the final
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assessment. None of these factors is clear to the property ouwner

under the assessment system currently used in Montgomery County.

B. Commercial

The Cost Approach as detailed in Volume II of the Assessor's
Manual is used primarily in the appraisal of stores, shopping centers,
office buildings, and other commercial propertieé. The cost approach
is not the best method of valuing store or office propertf ;nd is
réallonnly applicable to owner—occupied stores-or offices or unique
and unusual buildings not generally held for %ent such as a court=-
house or municipal building. The cost approach, which tends to give
a higher value, is checked against sales when available.

The assessment file on Wheaton Plaza which was used as an
example of a typical shopping center indicated the number of square
feet in each different type of building (e.g., supermarket, department
store, office building, etc.). Each specific segment of the entire
shopping center is valued for replacement cost when physically reviewed
every third year. _These figures are updated using.the tiﬁe/location'
multiplier for Montgomery County for the latest year. An aﬁount
representing accrued depreciation is determined by the individual
assessor's personal observation using the guidelines in the Assessor's
Manual. This is subtracted from the repiacement cost to get full .
fair market value for the buildings and other improvements. Fifty

percent of this is the next year's assessment.
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'Land value, according to the assessors, 1is determined by adjust-
ing sales 6f other ‘commercial land similarly zoned in the same sub-
division or election district if enough sales are available. Thege
_ séles are adjusted fof_time, location, size, frontage, etc., and
used to deterﬁine a value for the property being éppraised. Multi-
piication by 50% yields the current land assessment. The basis for
assessment of land values is generally not documented.

In a majority of cases, income and expense data are.not pPresently
provided to the assessor. When it is available, an income capitali-
zation approach is used. These data are not included in the file
except that a mention is made that the income approach was also used.
fhe individual assessor retains all the data -- nowhere doe$ the
record show what net income was calculated or what capitalization
rate was used. The iﬁcome approach can now be used for subsequent
years by making adjgstments to the rent expenses and capitalization’
rate (if interests rates g0 up).

In the intervening two years, commercial and industrial Property
sales are analyzed to determine a rate of increase for the properties
not being appraised those years. The increment obtained is used to
project inéreased value and thus increased assessment for the two
interim years in the form of a percentage increment.

Ideally, all the methods of valuation should be used for com-

mercial and industrial property. We recommend that the data used

for such appraisals be more fully documented.
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C. Apartments

Apartment house owners are currently sent forms “"requiring"
rental and expense data, but the penalty for not complying or replying
incorrectly is not known and has not been applied to anyone's recol-
lection at the assessment office. ‘There is about a 30% voluntary
compliance on the return of the apartment foxms and the data received

_is used to develop everage rents for various sized units (e.g., two
bedroom, high-rise) in each election district. These hypothetical
rents are offset by the assessor using a figure for expenses which
is a percentage of the rent used universally on all apartment. build-
ings in the county. (Expenses before depreciation and mortgage ser-
vicing equals 55% of rents). While this gross income multiplier
method is used by appraisers occasionally, it is fraught with errors
particularly where poorer neighborhoods ebut richer ones in one

" election district. Instead, economic rente and expenses incurred by
a specifiC'eroperty should be used to calculate its value in the.
same manner as a potential investor would calculafe value before he
attempted to purchase the building. This requires that all epartmene
house oweers respond to the request for rental and expense data.
Legislation enacted in 1978 (SB 660) requires income and expense
statements from owners of all real property which produces income;'
This should -improve the use of the income method for assessing

apartments.
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D. Condominiums

.‘Twé areas which are especially vexing in the accuracy of assess-
’ments are condominiums and homeowners associations with common property.
The method of assessing condos was changed to one more closely approxi-
mating individual parcels on 7/1/77. Homeowners associations are not
directly addressed in law.

In the case of condominiums, common property is, under the statute,
indivisible from the individual parcel held by each condo unit owner.
Nonetheless, members of this committee have been advised ip ceftain cases
that separate accounts ﬁad been set up for certain condo property.

In the case of homeowners associafions, common property is held
separately by corporations with automatic membership, with each person
in a particulér development automatically receiving stock or shares in
the homeowners association corporation. Common property, in either case,
can be such minor amenities as streets or small parks, or may include major
recreation packages such as swimming pools, saunas, clubhouses, golf courses
and the like.

| The situation can be complicated further when a condo or a group
of condos (such as a development in several phases) is composed of members
each of whom owns automatically, thréugh convenent, a separate share in a
parallel homeowners association corporation or a community association
corporation which has title to some or all of the amenities, In this case,
a separate account is.set up by the assessor.

The difficulty.arises in trying to set up fair assessments while
avoiding double taxation. Because of the nature of condos, homeowners
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assoclations, planned retirement communities, and similar such communi-
ties, the value of the amenities -- which are automatitally available

to the purchaser of é unit -- is presumably reflected in the purchase
price of that unit. If assessments of the units are based on sale price
without adjustment for the value of common property, then to tax the
amenities separately is double taxation for the homeowners in such com-
munities. Under the current system, there 'is a necessity to assign
values to these amenities packages, particularly if they are set up under
separate accounts, because of their separate corparate status. Some
county offices have taken the position that in order to avoid dodéle
taxation, only nominal values will be assigned to these amenities
packages. In some cases, a 420.00 assessment haé been set up for amenity
packages. In other éases, there has been an effort to assess these
packages at their actual value. In one-case, a clubhouse owned by a
community association whose condo unit-owner shareholders are:dall automatic
members of the condos which make up the community association, has been

assessed at several million dollars. Depending on how the living units

are assessed, this could lead to double taxation.

We recommend that the Supervisor of Assessments investigate the

unique assessment and taxation problems which are created by the assess-

ment of common properties of condominiums, automatic membership homeowners

associations, planned unit developments, common interest communities and

similar community associations.
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REFE Farmland ’

Farmland is inided into five categories of productivity value,
based on soil survey maps, with a separate category for woodland.
Average assessed vaiuation is $100 per acre ($200 imputed.market value)
with a top valuation of $300 for prime land. The imputed value is
based on corn yield, since it is yidely grown in every county in
the state. The land value is derived from capitalization of incqme,
allowing a 5% resi&ual return to the land. Farm buildings, including
the farmhouse and a;out an acre of surrounding land, are assessed
separately, although special legislation for some counties exempts
such buildings as silos as being a necessary part of farm operation.

.Farm use values were originally determined ca. 1960 using total
value of all pfoducts over land acreage to obtain an average value
per acre. Potential corn production has been used to compare rela-
tive values of different soil types since then. While assessments .

were increased in 1973 and 1974, there has been no study of farm pro-

ductivity since the initial one nearly 20 years ago. A full study of

farm productivity and profits per acre should be undertaken by the

state, and new data developed which, among other usés, could be

applied to farmland assessments. The policy of giving preferential

treatment to farmland is discussed in Chapter VII.

F. Use of Information Technology

The County Office presently receives limited data processing

support, -on contract, from the data Processing center run by the
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County government. Support includes the printing of assessment

" notices, and providing immediate access (through one terminal in

the Assessor's Office) to that information which is contained on the
assessment notice, plus recent property sales. They system provides

no as;istance in any of the computational tasks required during the
basic assessment pr;cess which occurs following a physical review.
However, the computer does process some of the assessments in intervening
years, when no physical review is conducted, and when the new assasgmént
is based éntirely on the previous assessment plus an inflation factor.
The computgr is also used to print a quarterly report of property sales
data which includes asséssment/sales ratios for individual accounts and
at subdivision levels. The system has not been revised. since it was |
designed in 1971, éxcept for changes required to implement new state
property tax legislation.

Déspite the computer support now received, the Assessor's Office
mgst maintain, update, review and have immediate access.to the large
volumes of information recorded on the assessment worksheets. It must
calculate as;essmént/sales ratios for various subdivisions and improve-
ment types.- In addition, it should (but does not now) prdvide physical
protection of its records by means of backup files, and compute broad
statistical measures of performance. A modern data probessing capability
could improve the efficiency of current information storage and retrieval
functions, and provide the additional essential capabilitieg for main-

taining backup records and providing statistical evaluations.

Iv-22




Other jurisdictions have moved far beyond the level of data.

| processing support now utilized by the Montgomery County Office.
As discussed previously, Fairfax County, Virginia, uses a compﬁter—
based system as an integfal part of the assessment system. There,
the property characteristics are stored in the computer files; and
the computer generatés estimates of property value by three differént
recognized assessment methods. The_assesgor.reviews these estimates
and uses his judgment to reconcile them or to pick the best method
for the property involved. Such a system should go far to clarify
and limit the extent to which judgment is applied in the assessment:

process 1n Montgomery County.

We recommend that Montgomery County be provided with a more

effective, computer-based system that would provide alternative

valuations for each property -- including the cost of replacement,

sales and trend analysis -- to aid the assessor in making more accurate

and uniform assessments, and to facilitate understanding and review

by the taxpayer.

We have noted previouslyS that the time lag between the base
period used for the sales analyses and the date of finality can
cause dispersions in the assessment/sales ratios of properties due

to differences in the rate of inflation for different types of property.

4The Fairfax system required 18 man-years of development effort
over 30 calendar months, and was funded in 1974 by the Fairfax Board
of Supervisors, which appropriated $411,387 for the project. "An
Overview of the Real Estate Computer Assisted Appraisal System" Review
Branch, Office of Research and Statistics, Fairfax County, VA, Dec., 1977.

5Page V-6,
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A computer based assessment system would allow a final adjustment to
all assessment based on the most recently available sales data, allow-
ing assessments to reflect much more closely the property values on
the date of finality.

Data processing support is tightly controlled by the state. The
County Office cannot improve data processing support independently
under current state controls. State priorifies are presently directed
toward providing a minimum level of data proce;sing support'to counties
which have none. As presently planned, there will be no . significant
improvément in data processing support for Montgomery County for the
next five years.

We consider this situation unacceptable. We would prefer that

the State Director of Assessment and Taxation plan, implement and

fund such a system in the near future. However, if the State cannot

or will not do this, we believe the County should be enabled to develop

such a system on a cooperative basis with the Office of Assessment

and Taxation, using supplemental funds provided by the County.

The County Office has previously requested that the state
allocate funds for a microfilm system to provide backup for the
Montgomery County records in case of loss due to fire. We agree

that such protection is urgently needed. However, if the cost of

such a system is significant, we would prefer to see the funds go

toward the advanced data processing system, which would provide

backup records as one among many benefits.
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CHAPTER V

ORGANIZATION AND MANAGEMENT

A. The Role of the State

Legislatidn enacted in 1975 began a two year process of trans-

ferring control of assessments from Maryland counties to the state.
By July, 1975, all personnel in the county assessment offices be-
came state employees. The only remaining local control is the require-
ment that the supervisor of assessments for gach county must be selected
from a list éuﬁplied by the local government.

| Under the current structure of the State Department of Assess—
ments and taxation, the Montgomery County Supervisor (as is true of
his counterparts in other jurisdictions) retains a substantial degree
of autonomy from the State Director. This autonomy results in part
from the ambiguity of State law, the tradition of County autonomy
that dates from the time when counties operated their own assessment
systems independent of the State, and the special case of Montgomery
County which is perceived as one of the better assessment offices iﬁ
the State. In his gffort to improve assessment administration through-
out the State and to achieve greater uniformity of assessments among
jurisdictions, the State Director of Assessments and Taxation has
understandably directed the greater part‘bf his attention to ;hose
assessment divisions considered to be substandard. There is a danger,

however, that property assessment in Montgomery.County may suffer as

a consequence 1In two respects.




-

First, while the State's assessment office in Montgomery County
may be above average for the State and even for thé nation as a.
whole -— and while by some indications its assessmenf accuracy has
improved over time -- the.office has not achieved the highest stan-
dards of assessment practice that have been demonstrated to be feasi-
ble in jurisdictions:around the country. Nor has the Montgomery
County office achieved the rate of improvement we believe is desirable.
One reason for the failure to keep pace with modern assessment
practices is lack of support from the State Director for performante
standards, and supporting resources, above the mediocre statewide
level. TFor example, the State Department df'Assessments and Taxation
is in the process of implementing a uniform assessment system state-
wide that falls far short of the latest available assessment techni-
ques and technology, but is geafed to raise the levelhof the 10%—
performance local assessment offices. It may be that the most modern
approach would not be the most cost-effective approach for some local
offices given tbeir size and administrative capacity. We do not
believe, however, that the potential of the State office in Montgomery
County should be sacrificed for the purpose of achieving a uniform .
but mediocre standard statewide. We would be concerned further that
locking Montgomery County into the statewide uniform system may
further retard its progress as assessment practices advance nation-
wide even beyond the standard they have reached today. Wg urge the

State Director to take steps to assure that each division of his
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Deparﬁment, including the Montgomery County office, achieve its highest

potential of performance, and that statewide standards for assessment

procedure be tailored so as not to prevent or discourage the Montgomery

County office, or other local offices, from employing the most advanced

assessment techniques and technology.

A second problem with the State structure is that in an effort
to achieve uniformity of assessments throughout the State, thé State

Director of Assessments and faxation as late as 1976 issued instruc-
tions that jursidictions with (assessment/sales) ratios above or below
the average for the Staté'should take corrective action to bring their
?aﬁiés more in line with the State average. We fuily support the
empﬂasis on achieying greater uniformity of assessments statewide.,

.We are concerned, hﬁwever, that achieving uniformity by moyipg toward
average performance would mean lowering the standards of the better
performing divisions, thereby causing additional distortions and
confusion, and a relaxation of pressure on the Montgomery County officé
to move toward the highest performance of which it is capable. !ﬁ;'

recommend that the State continue its effort to achieve uniformity of

assessment among jurisdictions throughout the State; however, we be-

lieve it would be preferable to urge all divisions to move toward the

highest standards of performance rather than toward an average or

mediocre standard.. We further recommend that for purposes of levying

the State property tax and determining distribution of State grant

funds, adjustments in the property base be made to fully account for

the lack of uniformity of assessments of the State's subdivisions.
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B. Relationships to County Government

The property tax is the principal source of income for the
County. The state derives little revenue from the property tax.
Citizens who are aware of this naturally look to the county when
they are unhappy about’their property tax bill. While the county can
control the overall level of taxation through its control of the tax
rate, it can do nothing to remedy inequities in the apportionment of
the property tax burden. As a result, the taxpayer 1s frequently in
considerable confusion as to who is responsible for his property tax
bill. Complaints about a tax bill are frequently met with a finger-
pointing exercise between the county government and the State Depart-
ment of Assessment and Taxation. This situation tends to reduce the
accountability of both levels of government to the people they serve.

The state has no natural incentive to improve the assessment
system. The state derives little revenue from the property tax so.
that the incentive for effective and efficient administration is not
as powerful as with the income and sales tax, where good administraﬁion
means higher revenues. The principal state concern has been to minimize
the rising tide of citizen complaints about the property tax burden and
perceived inequities. Unfortunately, the response by state elected
of ficials to date has not been to improve administration. Rather,
stop-gap measures have been taken to makeAthg public think something
is being done. In fact, some measures have actuﬁlly complicated

assessment administration and may have simultaneously exacerbated
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ingquities. For example, the 15 percent 1id on property tax increases
passed in the 1977 session of the legislature, and extended for two
more years in 1978, directly contradicts thé-basic state statute
requiring "full cash value" assessments. While it provides some
relief for taxpayers whose properties are rising rapidly in value,

it indirectly placeé a relatively greater share on those whose pro-
perties continue to be taxed at market value. It also creates addi-
tiénal'administrative burdens since the_assessors must identify pro-
perties subject to the 15 percent limit, and the county government's
‘Management Information Service must assist the state assessor with data
management and analyéis. »

The Montgomery County government has little if any.pOWer ovér the
assessment system on which it depends so heavily for revenues, and
about which the.county citizens it represents consiétently complain.
The Task Force considered the possibility of having the county govern-
ment assume complete responsibility for property assessment in order‘ |
to bring management responsibility closer.to those wﬂo are affected
by it. However, a majority of the Task Force rejected this approach,
feeling that further efforts should be made to make the State-run
system responsive to County needs. To encourage ;uch respongiveneséz

the Task Force recommends that steps also be taken to give the County

government a more direct influence in the assessment system to assure

continual improvement in equity. To this end we suggest the following

measures be considered:




® That the County government develop and maintain an effective
capability to analyze and periodically report on assessment/
sales ratios, and other data that reflect the accuracy and
equity of the assessment system.

@ That the County government submit an annual evaluation of
the assessment process to the Montgomery Supervisor and the
State Director, and that each of these officials be required
by law to comment on the County report and to specifically
indicate what action will be taken on proposed recommendations.

® That the County government consider, and appropriate State
_authorization be given, to permit the County to werk with
the State's Montgomery County assessment office to achieve
the highest possible level of assessment performance. One
approach, as noted earlier, would be for the County govern-
ment to provide assistance in developing the capacity for

more accurate assessments.

We recognize that no one of these measures will give the County
government actual authority to make changes in the assessment system,
but we 5e11eve.they would strengthen the ability of the County to pféss
for needed improvemenfs and to monitor the State's actibés toward

'greater accuracy and equity of assessments.

cC. Management Improvement

'ihe Office of the Supervisor of Assessments for Montgomery.County
has not formulated specific goals and objectives for the improvement of
operations or performance. The office views itself as an operating
organization with a job to do as specified by law, and apparently has
seen no need to set targets for itself apart from getting the job done.

We feel that any dynamic organization, however well managed,
requires a continuing process of self-appraisal and updating of methods

and procedures. The property taxation system in Montgomery County clearly
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requires such a process. Property values are growing more rapidly than
elsewhere in the state. A highly active and educated populace has come
to expéct —- indeed demand -~ sophistication and responsiveﬁess from.its
governmental entities. The high cost of living in the county affécts the
" ability of the office to attract and retain competent personnel.

Actions by the State Office are not likely to deal effectively with
this si£uat16n. The State Office 1s concerned with state-wide uniformity
and with upgrading assessment performance in counties which perform poorly.
The State Office has shown little interest in improving Mbntgomery County's
relatively good perférmance. As a result, resolution.of the unique problems
relating to assessments in Montgomery County can only be achieveq by(a
process of continual updating within the county office. We would there-
fore expect to see the county.office formulating objectives and goals.
relating to the operation of the county office, in such areas as measure-
ment and improvement of accuracy, better record keeping, improved handling
of citizen inquiries, complaints and protests, and Increases 1n efficiency.

We recommend that the County Office establish an annual assessment’

system improvement process.

D. Organization and Staffing of the County Office

~ The organization of the Office of the Supervisor of Assessment§ for
Montgomery County (hereinafter referred to as the "County Office") is
shown in the Charf V-1. However, not all of the positions shown are filled.
Only 33 assessors were employed on September 1, 1977, against the 42

assessor positions shown on the chart. Hiring for four of these
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vacancies was approved by the State Directo?; authority to hire for the
remaining vacancies had not been granted as of September 1, 1977. Vacan-
cles exiét also 1n the clerical and drafting areas. These vacancies must
be evaluated in tﬁe light of the increasing workldad in the office, énd
éhe difficulty of obtaiﬁing qualified personnel for the County Office.

The assessment workload is increasing begause of changes in.the.
law and in the demaﬂds of the property owners and local government.
Beginning with the 1976 levy year, the law granted property owners
the right to obtain copies of their own worksheets. Beginning July 1,
1977, residential property owners who have appealed will be able to
obtain, for a fee, copies of worksheets of any properties the citizen
chooses to regard as fcomparables." These changes create a growing
workload for thé Asseésor's Office, not only in furnishing these
worksheets but in explaining each one to the recipient. The rapid
growth of property taxes in the county has'éscalated citizen interest
. in the assessment systém which 1s (wrongly) viewed by many cipizens‘
as the.céuse of tax Increases. As a result of these developments, a
declining assessment work force 1s spending more and more time on
public relations and protests, at the expense of time devoted to the
basic task of developing sound and equitable.assessments in the first
place.

It will not be.easy for the County Office to increase its staff
with competent personnel, even if authorized to do so by the State
Diréctor. 'Thé salaries pald by the state are about 25% below salaries

paid by Montgoﬁery County government. For example, the starting
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salary for a clerk is 85,994 per year under the state system, whereas
Montgomery County pays 88,028 for a comparable position. An assessor
under the state system starts at $9,985 going to 514,140 after twé
years (considering both promotion and longevity increases). Assessors
workiné under the county pay system (as explained below) méke over
1$20,000 per year. . |
.When-the state took over the county assessment offices, county
employees.were given the option of joining'the state pa? and'genefits
system,"or of staying under the county system. Mos£ personnel in
Montgomery County elected to stay with the county systeﬁs, where pay
and benefits were significantly higher. However, every new employee
must be hired under the state system. Thus, while the county now
enjoys the services of a competent and adequately paid staff, it will
be difficult or impossible to retain that quality. As personnel leave
or are promoted, replacements will be paid on a significantly lower \
scale.- An assessor who was making $20,000 will have to be replaced
with someone who will earn only $14,000. The reéults will be obvious.

We recommend that the County Delegation introduce legislation

supporting pay differentials related to the cost of 1iving in dif-

ferent counties, so that assessors and other personnel in like posi-

tions can afford to live in the counties where they are assigned to

work.
The state pay system also lacks adequate means to provide finan-
cial incentives for professional development and on-the-job performance.

Under the county system, an assessor who completes the requirements
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and passes the examination for a CAE certificate could be awarded a
grade promotion plus an additional $500 per year salary increase.
ﬁnder the:state system, only the $500 peffyear salary increase is
permitted. Thefe is no finanacial reward which can be given for
.on—ghe-job perfbrmance.'

One method of rewarding superior performance would bg to pro-—
vide pay differentials for certain specialized asseséors. doﬁmerciél,
Personal Property and Farm assessments pose special probleﬁs requiring
additional knowledge and skill. Yet, the assessors who perform these
functions receive no financial compensation for their more demanding

work.

- We recommend that the State Director of Personnel establish a pay

increase differential for assessors handling such specialized functions

as commercial, personal property and farm assessments. The complexity

and importance of commercial assessment should receive particular

recognition.

There 1s also a lack of intermediate supervisory positions in
the pay system. There is no recognized supervisory position bégween
assessor (a non-supervisory position) and'Fieid Supervisor (a position
which supervises 12 to 18 people in the county). An intermediate
management position such as an Assessor Team Leader would provide an

!

ability to recognize superior performance and at the same time prqvide

‘a better capability for development and evaluation of candidates for

Field Supervisor. The State Director of Personnel should be requested

to establish an intermediate managerial position between the present

Assessor III and Field Supervisor positions.
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135 Operating Procedures

Most of the procedures used within the County Office are trans-—
mitted by word of mouth. There is no manual or proéedures guide which
directs the functioning of the office. Uniformity of practices is
sought through verbdl difectién at monthly or bi-monthly staff meetings,
and through review of completed workshéets by the Field Supervisors.

There is a system for assigning work to individual assessors and
for monitoring the progress of the work. A work schedule for each
assessor.is déveloped showing the number of accounts.assigned, ané the
time allotted for field work, office work, hearings and court appear—.
ances, school, meetings,‘leave and holidays. This work is to be completed
during the first eight months of the year; A separate schedule is com~—
pleted for the 1ast four months of the year, the period immediately
after assessment notices are mailed out. These work schedule forms
have not yet been mod;fied to include the assignment of “computer
assessments" (those assessments which are performed without physical
reviewj} Rather, a list of "computer assessment’’ subdivisions-is
attached, and the assessor's physical review workload is reduced
accoraingly. (Assessors formerly handled 3200—3500 physical-feview
accounts. With the addition of an average of.6000 compétgr assess—
ments to the assessor's workload, his physical review quota is reduced
to about 2500 accounts. From this we can estimate that a "computer
assessment' takes 12% to 16% of the time required by a physical review,

and that the annual assessment requirement has increased assessment

workload by 30% to 40%.)




Each assessor provides a monthly report of his progress and the
supervisor replies with an estimate of whether the assessor is ahead
or behind schedﬁ;e. A monthly report of progress is ;lso provided to
the state. This system.is designed to assure that the assessments are

compléted on schedule as required by law.

F. Evaluation of Performance

The present procédure for overall management evaluation of the
accuracy of assessments is inadequate. The'only measure of assegs—
ment accuracy which is used is the average assessment/sale ratio for
the entire subdivision, based on the properties sold during the base
period. The use of this measure as a check on performance has two
. limitations. First, it is not an adequate measure of the accuracy
of individual assessments within the subdivision. The coéfficient
of dispersion of the individual assesément/sales ratios should also
'ﬁe computed.. This cogld quickly and easily be done with modern hand
calculators having statistical functions. .

'Second, the use of base period saleé as a means of cheéking
assessor.performance 1s not really a check at all, since the ASSessor
knows these sales prices when he develops the new assessments. Though
we have no evidence that it is done, it is certainly possible for the
assessor to make the a/s ratios on these properties as close to the
target ratio as desired. A system for evaluating accuracy should not
offer the possibility for such manipulation.

Furgher, we believe, the evaluation should use as a standard the

assessment/sales ratio as of the date of finality. As discussed in
' v-13

i




the previous chapter, the date of finality is presently 12 months
after ;ﬁe end of the base perlod used for setting assessment levels
in each subdivision. Wﬁile we recognize the practical 1imitati§ns
'whigh, at present, cause this situatilon, we-believe'th;t the éésessor
should determine what degree of uniformity is achieved as of thé date
of finality. Accordingly, we feel that the County Assessor's Offige
should perform statistical evaluations of assessment/sale ratlos
using sales close to the date of finality.

We recommend that the County Office undertake systematic evalua-

tion of the accuracy of assessments as of the date of finality, using

a widely accepted method of statistical evaluation, and issue

annually a report on patterns of assessment changes and assessment

accurac§ and uniformity among classes of property, districts and

subdivisions.

We recognize that the time lag betweén the base périod and Fhé
date of finality will cause some degree of dispersion in assessment/
sale ratios as. of the date of finality. The practical limitations
which cause this lag can be greatly alleviated if more effective
computer support is provided for the assessment process, as discuésed
in Chapter IV.

Also, the State Department of Assessment and Taxation should

place greater emphasis on developing the capability and providing

the incentive for more effective evaluation of County assessments.




CHAPTER VI

PROPERTY ASSESSMENT APPEALS

The real property assessment system and the system for appeal or
protest of assessment are separate organizationally and functionally.
However, it is during the appeal procedure that the property owner most
closely contacts the assessment process, for he and the assessor then
come fogether —-- the one to protest the work of the other.

Appeal procedures can be described both as they should function and
as they do function. fhis report i1s based on five definitions, which
are in part descriptive of the appeal procedure as it does function and
also are criteria by which to evaluate the assessment appeal procedure:

1. Due Process: appeal procedures must satisfy the constitutiénal

requirement for due process.

2. Public acceptance: appeal procedures, the only face-to-face

interaction of property owner and assessment process, should create

and maintain public understanding of the mass—assessment process.

3. Assessment testing: as the only ongoing procedure within the
mass-assessment process which tests an individual assessment for accuracy
and equity, the appeal process should, over time, tend to prevent sys-

tematic bias in, assessments and a consequent shift in tax burden.

lReal property assessment is not appraisal. Appraisal establishes
the value of a property by detailed consideration of all factors which
might affect its sale price. Mass-assessment establishes the value of
a property, so as to distribute the common tax burden in proportion to
property value, by general methods which can be applied to all properties.
The measure of a mass-assessment system is whether similar properties
are similarly assessed, not its accuracy in predicting the sale price
of any particular property. :
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4. Specific assessments: appeals introduce information about

unique property situations and changes in property situations into the
mass—assessment methodology, thereby creating a specific property assess—

ment capability.

5. Error correction: appeals provide an error correction capability

which mass—assessment methodology does not naturally have.

In addition to discussing the appeal process, this report also discusses
the office and role of the Public Advocate for Assessments and Taxation.
Because of limitations of time, the work of the committee producing
this report concentrated primarily on appeals of residential property
assessment.  Residential assessments are the vast majority of all pro-
perty assessments and, of course, directly affect the largest portion
of Montgomery County residents. Commercial, apartment, farm and condo-
minium property assessments are appealed in the same manner as residen-
tial properties.
The characteristic of the appeal process most important to undérstand
is that it is an adversary procedure. The assessment is produced by a
career professional, using generally accepted methods developed to fulfill
" the requirements of law and to comply with the constraints set by law.
That same assessment 1is protested by the owner of the property, often on
the basis of his in;imate knowledge of its details and.defects, its neigh-
borhood, and the sale prices of properties nearby. In conflict in tﬁis
context, the assessor and the property owner have been described as natural

adversaries.
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The property owner and the assessor face each other as adversaries
in a sequencé of increasingly formal procedures in which the resources
of the state become more available to the assessor's defense while the
cost of éppeal mounts for the property owner. The cost of appeal tends
to burden the homeowner more than owners of other types of property.

To the assessor, each Step of the sequence is typically a distraction
from his real work, and often includes sharp criticism of the validity or
quality of that work as well. To the property owner, an appeal not only
directly affects his taxes but may represent to him a test of fairness
of treatment, tax equity, and similar issues of principle.

A second majar characteristic of the appeal procedure is the presump-
tion found throughout the process that the assessment is correct. Thus,
the burden of proof is the property owner's.

This pfesumption facilitates administration of the property tax asses-
ment system in several ways.2 It tends to suppress frivolous or casual
appeals. It expresses the confidence of the taxing authority, namely the
government, in this method of distributing the common tax burden. Most
importantly, however, the presumption that the assessment is correct pre;
venté the appeals process from becoming a '"re-assessment" process.

If.the contrary presumption were held, that the property owner is cor-
rect, thén the assgésment of any property would not be based on its value

But would reflect the energy and cleverness of its owner in making appeals.

2The presumption of validity of an administrative determination is,
of course, a basic legal principal in the United States.
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The appeal would thus become only another step in the assessment process.
The assessment could not be presumed consistenﬁ with assessments on similar
properties and such inconsistency would mean the end of an equitable assess-—
ment system and, therefore, the end of fair distribution of the common

tax burden.

The third major characteristic appropriate to mention as introduction
to the appeal.process is that it deals with overassessment not underassess—
ment. Owners.do not appeal theilr underassessment énd.only a very smgll
number of underassessmeﬁt appeals are entered by the Supervisor of Assess-—
ments or any third party. The appeal process does not, therefore,'%unction
to move assessments in general toward equity, however much éf the fairness
of an individual owner's assessment may be improved by his appeal.

A. Due Process and the Appeal Process

The steps through which appeal of a property assessment can be carried
in Maryland are a process tied together by procedures in law. These steps
are structured to ensure that the constitutional requirement for due pro-
cess is met in property assessment appeals.

An appeal can be made by parties other than the property owner and
the assessor; taxpayers;.cities, counties, or State of Maryland camn gppeal
any assessment.oi any decision in the appeal.procéss. This reflects the
principle that assessments be equitable among all éroperty ow;ers.

Figure VI-1 describes the steps of the appeal process, their relation

to each other, and the appeal paths followed by different types of property.
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THE APPEAL PROCESS

NOTICE OF ASSESSMENT ~, Final after 30 days,
(tentative) “ if no Protest

Filg Protest

PROTEST OR SUPERVISOR'S HEARING

Decision to uphold, reduce, or increase *--{E>Final after 30 days,
if no appeal

File Appeal

PROPERTY TAX ASSESSMENT APPEAL BOARD HEARING {(PTAAB)

Decision to uphold, reddce, or increase > Final after 30 days,
if no appeal

File Appeal

TAX COURT HEARING HEARING EXAMINER

of facts of fact and finding

v/

Decision to uphold, reduce, or increase -————%;PFinal after 30 days,
if no appeal

Official record ré Examiner's recommendation

File Appeal

CIRCUIT COURT

Decision to affirm, reverse, or remand ————f}>Final after 30 days,
- ’ if no appeal

File Appeal

COURT OF SPECIAL APPEALS

Decision to affirm, reverse, or remand

FIGURE VI-1
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The Supervisor of Assessments is required to mail to each real property
owner notice of (1) any increase in valuation of prope?ty for tax purposes,
(2) any change iq property classification, (3) an§ new valuation of pro-
perty. He also is required to send notice (4) whenever any person applies
iéor a chagge in existing valuation or reclassification and there is a
change or>refusa1 to change an existing valuation or classification, or
(5) whénever a valuation or reclassification for a given year or part
thereof has been appealed but not finally determined and the same valuation
or classification is made for a subsequent year on property locally assessed.
This tentative notice of assessment must be served on the taxpayerjat
least 30 days before the date of finality. They usually are mailed about
90 days before. The date of finality is 1 January of the levy year to
which the assessment applies. (Article 81, Section 29.) Approximately
175,000 notices are mailed each year. |

The taxpayer has 30 days from the date of the notice of his assess-
ment to demand a hearing before the Supervisor of Assessments. "This pro-
test hearing is conducted by either the Supervisor of Assessments or his
designee, usually the assessor who actually made the assessment.3 The
hearing is informal and the taxpayer may be represented. The Supervisor
of.Assessments will make a decision as to whether to change the tentative
assessment following the hearing and send out the final notice of assess-—

ment to the taxpayer, who then has 30 days from the date of that final

3If the property owner and assessor can resolve any problems with -
the assessment there will be a change in assessment and a "revised notice
of assessment" will be issued.
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notice to appeal to the Property Tax Assessment Appeal Board (Article
81, Section 255). About 6,000 hearings occur annually. (An even
larger number of hearings do not occur because problems are resolved
informally between assessor and property owner.)

This first step -- the Supervisor's Hearing or Protest Hearing e
1s not an appeai nor an adversary procedure in the same sense as later
steps because the assessor and property owner do not face each other
before a third party. The owner presents his case to his property
3 aséessor who decldes whether there has been an error or incompleteness
in assessment procedurés and who typically takes pains to explain the
éssessment in detail to the property owner. Data from the survey of
assessors conducted by the Task Force (Appendix B) show approximately
one in ten such hearings result in an adjustment to the worksheet and
a reduction in the assessment.

For the vast hajority of property owners, however, this hearing does
not result in an adjgstment to their satisfaction. These owners must
decide whether or not to carry their case to the Property Tax Assessment
Appeal Board (PTAAB). Only about one in six decide to appeal further.

The Property Tax Assessment Appeal Board has jurisdiction over all
appeals in fhe county concerning property tax assessments Plus _any other
local tax matters which the county has assigned or may assign to it for
hearing, including afpeals concerning local tax credits, local taxes,
and special taxing areas. (Article 81, Section 250). The PTAAB is the

final assessing authority at the county level. Its decisions are based
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on the case presentgd by the appellant and the defense of the assessor,
in combination with relevant points of law. The delic Advocate for
Assessments and Taxatipn frequently provides information during hearings
before the PTAAB. . |

A property owner who appeals the decision of the supervisor is entitled
to be répresented byAcounsel or may represent himself at the hearing. He
may call witnesses on his own behalf and may examine the assessor and any
witnesses the assessor may bring. Although a written opinion is not
required of the board in supporting its decision, Fhe Montgomery County
. PTAAB has attempted to file opinions in order to explain to the taxpayer
the basis of its decision. Legislation passed in 1978 (HB 630) now
requires the PTAAB to state the basis for its decisions.

An unsuccessful appellant before the PTAAB may éppeal that decision
within 30 days to the Maryland Tax Court. - (Article 81, Section 256.)
The Méryland Tax Court is an administrative agency rather than a judicial
court. (Article 81, Section 224.) It conducts its hearing in Baltimore,
except that a hearing may be held locally by an examiner at the direction
of the court. (Article 81, Section 229A.) The hearing before the Mary-
land Tax Court is de novo, that is, an appellant 'is required to present
his complete case anew, including witnesses, and not rely on the contents
of the record before the Property Tax Assessment Appeal Board.

The Tax Court follows a highly formal procedure compared to those in
the earlier appeal stages.v The assessor appears with the Attor&ey Generai

as his counsel. (At hearings before the examiner, the assessor will

usually appear alone.)
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Shoula a taxpayer be unsatisfied with the decision of the Maryland
Tax Court; he may appeal to the Circuit Court of the county where the
property is located.- (Article 81, Section.229.) The action in the
Circuit Court is an administrative appeal, which means the hearing will
be based on the record made before the Maryland Tax Court. Subsequent
appeals are permitted to the Court of Special Appeals. (Article 81,
Section 229.)

The result of the appeal process is to define a given property
assessment for a given levy year. A decision for or against reduction
has no legal effect on subsequent assessments. .Thus, the propefty owner
can appeal ~- and the asséssor can assess ~— year after year as if there
were no h%story of cénéidered decisions in the case. In practice, how~

i ever, a prévious appeal decision is usually considered by the assessor
" . in subsequent aséessments of a property.

B. Public Acceptance

A rational evaluation of the goods and services provided by govern-.
ment is not possible unless taxpayers and elected officials can objec-—
tively evaluate the cost of their government. .The tax system, including
assessment in the case of property tax, shoulé not itself, in its opera- ;
tions, become a barrier to this objectivity by creating negative experieﬁces
and:subsequent taxpayer resistance.

The Task Force received testimony from a number of individuals
critical of the assessment and appeals processes. Such testimony does
not necessarily represent the general public opinion, of course, and

in fact responses to the Task Force survey of PTAAB appellants (Appendix
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C) showed opinions which were largely temperate and objective. 'None-
theless, the critical comments which have been received do indicafe
that probléms with public acceptance exist in some measure.

These critical comments were often a reaction to factors inherent
in the assessment and appeal processes. Among these factors are the
compléxity\of the assessor's methodology, the presumption in appeal in
favor of upholding the assessment, and the adversary nature of appeals.

However, the Task Force found most problems of public acceptance
were the result of public ignorance of the assessment and appeal pro-
cesses.

Equally a cause of problems was total lack of information showing
whether assessments in general are accuraté and equitable throughout
the county. : .

Many property owner's critical comments revealed factual errors
and mistaken inferences, such as the ideas that the assessor controls
the appeals system, that high taxes are valid grounds for appeal, or
that the.assessof "gets even'' in subsequent assessments when he loses
an appeal. Many owner's critical comments implied far-reaching distrust
of the assessment system and assessor objectivity.

The Task Force recommends therefore that two major info%mation.
documents be produced for public use: .

1) A handbook written for the property owner on the subject

v

".esidential assessment —- how it is donme and how to appeal.'" The con-

tents of such a handbook are suggested in Appendix D.
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2) A report released each September which (a) summarizes assess—-

ment and sales data by assessment district and subdivision, property

type, and assessment level; and (b) which reports the adjustment factor

computed from sales analyses.

These recommendations address two problems identified by all partici-
pants in the appeal process (appeal officers, assessors, the Public
Advocate, and the property owner) as being basic.

C. Assessment Testing

The appeal process serves as a limited and external test of assess~—
ment methodology. For example, when appeals made by commercial or
apartment property owners consistently win reductions because an income
return on investment lower than that used by the assessor can be shown,
this conéistent reduction pattern is a signal that there is a methodologi-

‘cal problem in assessmerits for that type of property.4 -This'"gignal"
comes from outside the assessment office, as contrasted to any quality
control or review findings the office may produce.internally.'

éimilarly, when a residential owner wins a reduction based on
"comparables" (sale price of properties similar to the one appealed),
his appeal becomes a specific correction of the sales analysis adjustment
factor which was used to assess that property. Further, if a number of
similar abpeals arise from a given subdivision, their combined effect

would be to increase the overall equity of assessments in that subdivi-

4A pattern may, also, indicate a fault in the appeal process, or
some special advantage of the property owner or the assessor.
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sion. Conversely, of course, the assessor's use of comparables to
defend his assessments are, when successful, evidence to support the
equity of his assessments.

Unfortunately, this apparent self-correction mechanism applies
only to overassessments, since underassessments are rarely challenged
using Fhe appeal process.

Unfortunately too, the self-correction process is in current
) practicé very uneven and véry limited in its ability to change.assess—
ment practices. Neither the assessment nor appeal processes have developed
systemégic methods of information exchange -- feedback mechanisms -- |
internally or between assessments and appeals. This failure is analogous
to a legal system which ignores precedent og a business which ignores
the réturn rate of defective goods.

The Task Force recommends that the Supervisor of Assessments develop

methods to: (1) capture information systematically from each stage of

appeals as to type of property, assessment, reason for appeal, and

reason for denial or assessment change; (2) to convert this information

“into procedural and methodological changes and systeﬁatically to relay

this to assessors. At present the assessment office. does evaluate infor-

mation from appeals, but not in a systematic way and often without
benefit of full informa&ion from the PTAAB, Tax Courg, and higher appeal
courts.

Shifts in the tax burden can result from assessment practices and

also from appeal processes, among other causes. When the assessor's

methodology creates a shift in tax burden, this could create an increase
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in appeals from those newly burdened. However, since less than four

percent of assessments are appealed a meaningful pattern of increased
appeals is not likely to oécur and automatically correct any shift in
tax burden.

D. Specific Assessment

The assessor describes his method as "mass-assessment." By this

he means that his estimate of property value is not based on a detailed
consiaeration of all value-increasing and value-decreasing factors pre-
sent in each property. Rather, each property is valued as a member_of

a group of similar properties. Any such mass-assessment methodology is
naturally blind to unique property situatioﬁs and insensitive to changes
_in property situations.
’ The appeal process serves to modify mass-—-assessments into more
specific assessments. For example, when an owner successfully.appeals
because his foundation wall has split and admits ground water, he has

changed that mass-assessment to recognize this unique circumstance of

his'house. Simple fairness requires that there be such appeal proce-

| dures whereby the mass-assessment can be adjusted to take account of

I specific devaluing property circumstances.

| The Task Force believes that current practice within the appeal
process does not adequately support this "specific circumstance adjust-
ment" function, and that as a result the public is not adequately informed

as to how to get a more "specific assessment." The Task Force recommends

that more adequate support be provided at each stage of appeals by compiling
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and publishing the reasons which have resulted in assessment reductions

at that stage. The PTAAB and Tax Court should each maintain a list of

such reduction reasons for public use.

The Task Force recognizes that such a "book of reduction reasons'
might invite appeals and likely would increase the number of reductions.
However, this result is exactly proper since such reductions would be
the result of a more correct assessment. Further, the loss in revenues
would likely be slight and would be repaid by the benefits to public
confidence from such an open and outreaching document. Finally, simﬁle
fairness calls for such public availability of reduction reasons: since
taxes collected on erroneous assessments are not always refundable, the
taxpayer should be given all reasonable resources to ensufe the correc-
ness of'his assessments.

156 Error Correction

Mass-assessment methodology is inevitably subject to simple error,
whether a computer error, input data error, or a human error. The
appeal process is the only error correction mechanism in real property
mass—assessments.

The Task Force believes that all such errors should be resolved
at the Sﬁpervisor's Hearing and that it is improper to-burden higher

levels of appeals with such technical matters. If the Qorksheet'COn—

v

5Article 81, Sections 213, 214, allow refund of taxes paid on an
erroneous assessment but only when the error is clerical, mathematical,
or by machine, subject to the statute of limitations.
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tains an error which affects the property valuation, the assessment
should change when the error is corrected.

The appeal process as now constituted recognizes the need for a
method of correcting an erroneous and improper assessment whenever dis-.
covered, before the tax is paid. In such a case, the taxpayér can file
his appeal with the final assessing authority, the Supervisor of Assess-
ments and also, in Montgomery County, the Director of Finance. (Article -
81, Section 67). -By'this method an appeal can be opened after the date
of finality. .Howe;er, this method cannot recapture taxes paid on an

erroneous assessment. The Task Force believes such recapture of taxes

paid should also be possible and recommends enabling and funding legis-

lation to that end.

13 Who Appeals, To Whom, and With What Results

Almost no information is accumulated or reported at any stage of
.the appeal process as to the types of properties appealed or the out-
comes of appeals. It is not known who 1s served by the appeal process.
It is not.known what types of assessment are appealed and-what types
win reductions.

In an attempt to gain some idea of who appeals and who wins reduc-
tions, the Task Force réanalyzed two sources of data to prepéré the fol-

lowing limited descriptioh.6 One data source used, Table X of the Public

6No data at all was avaitlable from which to prepare even a limited
description of the Supervisor's appellant population. 1In general, that
population is known to be much larger than that heard by the PTAAB and
even more predominantly comprised of residential property owners. A
survey done by the Task Force indicates that there are about 4,750 resi-
dential hearings annually by the residential assessors and about 500
commercial hearings by commercial assessors. In addition, numerous pre-—
‘and post-hearings contacts occur, presumably apportioned similarly as
to residential or commercial property. Only a small fraction of these
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Advocate's Quarterly Report to the County Executive, provides information
about appeals before the Property Tax Assessment Appeal Board. The
second source, a table in the Annual Report to the Governor by the Direc-
tor, State Department of Taxation and Assessmgnt; deécribes appeals
before the Maryland Tax’Court. Neither source ﬁrovided data pf the
type and detail recommended above in the discﬁssion of assessment testing.

Appellants before the PTAAB are predominanﬂy (78 percent) residential
property owners, with the remainder being apartment properties (12 per-
cent), commercial (7 percent), and industrial (3 percent). Whereas resi-
dential owners appeal both lénd and improvement assessments at the same
time, apartment owners appeal only the assessment of the improvement
and industrial property owners more typically appeal only the land assess-
ment. Commercial property owners appeal the improvemeﬁt assésément d
more often than the land. Although the category "apartments' 1in these
data includes condominiums, the Task Force-assumes those appeals pre-
dominantly concern rental unit buildings.

The dollar value of apartment assessments appealed before the PTAAB
is the largest (72 percent) share of total appeals, followed by commer-
cial and residential (13 percent each) and industrial (2 percent). Apart-—
ment improvements comprise 64 percent of the total dollar volume appealea

"to the PTAAB.

8 (contiHUEd)owners persist in their appeal to the PTAAB. Over the
past two years an average of about 900 cases annually were heard by the
PTAAB. Hence, this limited description of who appeals applies to only
a fraction of the entire population who enter the appeal process. Infor-
mation reported is for the 1975 or 1976 levy years fn most cases.
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Apartment properties had the highest reduction decision rate:
57 percent of apartmént properties won a reduction on their improvement
assessments and‘14 percent won on appeals of their land assessments.
Of the $31,160,000.00 total reduced, apartment improvements‘account
for.74 percent.

The next highest reduction decision rate is industrial property

" appeals of .land assessment (41 percent rate), followed by commercial

improvements (34 percent rate), residential land and improvements (25
percent rate), and commercial land (23 percent rate). Remaining cate-
gories of reduction decision fall below 10 percent. These reductions
share more or less equally in the remaining quarter of the $31,160,000
total reduced assessmen;é before the PTAAB: about 10 percent each for
residential and commercial property, but only 2 percent to industrial
property appeals.

Another way to look at the overall performance of the appeal pro-
cess is in terms of -how big a reduétion, relative to the amount of the
assessment, is won by different types of appeals. Using the PTAAB
reductions as examples, available data indicate a ranking as follows:
industrial land -- 10 percent assessment reduction; residential land —-
8 percent reduction; and commercial improvements -- 6 percent. Remain-—
ing categories, including residential improvements, average a 3 percent
reduction in the amount of the assessment.

Of cases decided by the PTAAB in the year ending 30 June 1977, about
one-third resulted in reductions of the assessment. Of cases resolved

by the Maryland Tax Court in 1975, about 20 percent resulted in a reduc-

VI-17



tion of the assessment. These data are not available by type of pro-
perty; neither are data for comparable years available. This is unfor-
tunate since a 1977 PTAAB case carried to the Tax Court is likely not

to be resolved until 1979 at the earliest, and thus there is no infor-
mation about the overall reduction rate for assessments which start in
the appeal process and persist through these two stages of ;he appeals
process. It should be noted that in additiom to property owner appeals,’
cases before the Tax Court may have been appealed by éhe Supervisor of
Assessments or the County Attorney (from 5 to 10 percent, perhaps). ]
Virtually ali cases at the PTAAB are property owner appeals.

The Task Force was not able to pursue the question of 'who benefits"
from the appeals process in a more detailed way, nor to explore reasomns
why different classes of property predominate at higher stages of appeal
than are found at the first stage.

The Task Force could not, as well, develop data to account for the
fact, clearly implied by the preceding data, that whereas residential
properties comprise the great majority of all assessed properties and
of the total value of all assessments, residential pfoperties are a
minority of all reductions which result from appeals. Seve;al possible
iﬁplications of this fact clearly éan be significant for either thé
appeal process OTr the assessment process: perhaps residential assess-
ments are inherently more acturate; perhaps the appeal process is not
constructed to judge residential assessment accuracy effectively; per—
haps assessment methods for non-residential properties are defective
and easily overridden by appeal.
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G. The Property Owner and Appeals

The Task Force found evidence that property owners use the appeal
process for purposes other than to correct an assessment. Among these
uses are reﬁeated appeals by property owners who do not accept the deci-
sion of the due process system or who, having lost, appeal repeatedly
so as to 'cost the system." Most typically, however, improper use of
the appeal process oécurs when the property owner uses the appeal to
protest his tax burden.

Between 25 and 50 percent of residential owner appeals are felt to
be of this type, according to those professionally involved wi;h the
appeal process. Such appeals typically fail, however, while burdening

the appeal process. .The Task Force recommends that a mechanism be

established so that tax protests and hardship appeals can be heard out-

side the assessﬁent abpeal process.

The Task Force founa evidence that the lone residential owner-
appellang is in a disadvantaged pdsition in the appeal process. Unable
to afford counsel for an appeal which might reduce his tax bill §SO.60
or $100.00, unfamiliar with appeal procedures, ignorant of assessment
law and methodology, unpaid for time spent on his case or at hearing,
and without example or instruction as to how to prepare an appeal -—-
the property dwner appeals from a position of natural handicap. Nog
éurprisingly, the Task Force received testimony that some appellants
view the entire assessment and appeal process as a "no-win" situation.
Approximately 80 percent of residential appeals do indeed "fail" —- that

is, the assessment is affirmed.
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The no-win factors. The first factor results from the practice of

computing the sales analysis correction (see Chapter IV) so that the
average sale ratio is approximately .475 rather than .50. The result
is that most properties cannot be shown during appeal to be assessed
more than .50 of market value. The property owner who appeals on the
basis of overassessmeﬁt relative to comparable properties will typi-
cally not win, no matter how desperate the assessments, so long ‘as
all are under .50 of market value.

The sécond factor results from the assessor's use of data for sales
that occur during the 12 month period prior to the date of finality to
justify'his assessment to the property owner and to defend or explain
his assessment during appeal procedures.7 As explained in Chapter IV,
the assessment is an estimate that refers to a specific time, namely
to the base data period on which the sales analysis is computed. Sincé
this 18 month period preceeds the year before the date of finality,
the average "time" for which the assessment is computed (is valid) is
21 months before the date of finality. The.no-win factor results when
the assessor uses sales data from the period 12 or fewer months before
the date of finality. Such sales are typically higher in price as a
result of inflation over that year.

The third factor is a consequence of the statutory definition of

an assessment as .50 of market value. As interpreted in the appeal

v

7Assessor's typically ask the property owner whether the assessment
implies an unrealistic sale price. This question is often asked as-of-
the-present-time or after referencing prices of similar properties
which sold during the 12 month period.
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process, this definition becomes an absolute standard -- that is only

an assessment at more than .50 of market value can be called an over-
asscessment. However, an absolute standard perpetuates relative ineduities
of any degree so long as they are less than .50. 1In effect the absolute
standard prevents the appeal process from improving uniformity of assess—

ments by appeal of relative overassessment.

To correct these no-win factors, the Task Force recommends the

followlng actions:

1. That the assessment office change sales analysis computations
to target the correction at .50 of market value (or .45 for owner-—occupied
residences).

2. That legislation be enacted to prohibit the assessor from
quoting, during appeal or informal discussion with a property owner,
sales data which post-date the sales analysis base data period of the
levy year at issue. |

3. That 1egislafion and/or administrative regulations of thé PTAAB
and the Maryland Tax Court speciflcally require that decisions in appéal.
cases (which are based on comparisons with assessments and sales of
similar properties) be limited to using assessments and sales in the
sales analysls base data period.

The Task Force also recommends that the Noticé_of Assessment carry

the statement: ''This assessment refers to property values in the period

July 19-- to December 19-- and is not an estimate of likely sale prices

in later period."
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H. The Assessor_ and Appeals

The appeal process i{s a substantial burden on the assessor and
inevitably detracts from time available for improving assessment uni-
formity. Especially at the hearing level of appeal and during contacts
prior to the hearing.and later, the assessor attempts tO educate and
mollify the owner as to his property assessment.

The Task Force recommends that these attempts be replaced wherever

possible with prepared literature and by making openly available all

materials relevant to the owner's assessment. The Task Force recommends

specifically that:

Decisions from relevant appeals be shown to property owners.
Worksheets from comparable properties be shown.

The owner's assessment handbook (see Appendix D) be provided (i
to explain assessments.

The 30-day limit for lodging an appeal be extended to 45 days
so that owners have time to understand their assessment.

Sales analysis computation sheets be shown.

Since prepared materials cannot be expected to answer all questions,

the Task Force also recommends that a "paraprofessional" be trained

and assigned to dispense these materials and assist owners. The Task

Force expects the cost of implementing these recommendations will be

directly offset by savings in appeal related use of assessor staff time.

e —

8Although this limit has recently been raised from 20 to 30 days,
yet an additional period of time, given the recommended new information
items to be given property oOwners, will help reduce the incidence of
hasty or frivolous appeals.
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It seems reasonable to assume that when an owner believes he has
been fully heard at the supervisor's hearing and feels that the assessor
understands the case presented, there then will be less chance of an
appeal~being.pqrsqed than when the owner feels he has not really "been
heard." Information from the Task Force survey, plus reports from
officers of the appeals process, indicate that some appeals are caused
by some assessors' attitudes of not listening and not caring.' The Task

Force recommends that the Supervisor of Assessments initiate training

of his assessors to produce greater sensitivity toward the appealing pro-

Eertg owner.

., Property Tax Assessment Appeal Board (PTAAB)

The PTAAB, the final assessing authority at the county level, is
the first step in the appeals process wherein the property owner and
assessor face each other as adversaries before a third party. This body
was established in l973hto provide local review of personal and reall
_property assessments by a panel of peers.9 The term of each of the
three board members is five years; the position is officially part-timg.
Each member is a county reslident, appointed by the governor from a list
of persons submitted by fhe county executive with the approval of the
council.

The board is a State agency and is independent of the Departmert of
Assessments and Taxation organizationally, operationally, and in terms

of its authorizing legislation. In the past, as an administrative con-

9Section 248, Article 81. The predecessor body was the Appeal
Tax Court for Montgomery County, established 1949.
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venience, secretarial support, office space, and the operating budget
were provided by the Supervisor of Assessments. Starting in 1978, the
PTAAB will be a separate item in the state budget.

The PTAAB operates very largely in isolation from any part of the
assessment Or appeal process. The Task Force could identify only two
inputs to the PTAAB: a éountesy copy of the occasional guidelines of the
State Supervisor of Assessments and a copy of such written Tax Court
decisions as it may distribute as being of general interest, Or which
the PTAAB might request. As is true of the entire appeal process, the
PTAAB neither sends nor receives on a regular or systematic basis any
information about decision reasons Or assessment methods. Neither does
the PTAAB compile data about its own work to show patterns of assessment
reduction, trends in appeals, faults in assessment methods, who wins or
who loses appeals, etc. j

For the most part, the Task Force found the PTAAB alert to the use-
fulness of such information, but lacking the staff and Budget to provide
it to themselves or the authority to requiré it of othgrsﬂ Given their
part-time status, an annual payroll budget ($30,000) predicétea on part-
time work and limited purely to hearing appeals, the PTAAB has been unable
to index and codify its own decisions. Simifarly, the.board has not
been able aggressively to acquire and evaluate directives of the Supef—
visor of Assessments or Tax Court decisions.

Without such resources, consistency and coherence among decisions
depends largely on the memory of board members, their accumulated

experience, and a loosely kept reading file. Further, members may come
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from any background, with or without experience in real property values.
There is no training other than that given on the job by other board
members.

Residential appeals typically involve data and argument within the
scope of egperience of the board, however, commercial, épartmegt and
industrial property assessment appeals often require of the board
skills equal those of the accountants, lawyers, and professional app;ai—
sers whé represent such property owners.

The board operates under a variety of constraints 1ill-suited to
resolving the above problems and inappropriate to the importance of the
board's position as the last practical appeal for the great majority
of property owners. One such constraint is the three day (actually
three morning) budget limit under which they work.

Two of these days are hearing days and one is reserved for execu-
tive session and decision writing. Another rule under which théy operate
‘prevents pay to members for board-related work unless assembled in a
quorum. Thus, members cannot (except at their own cost) do homework or
otherwise work in an independent and professional manner. Finally, pay
for an incumbent, hence experienced, member is low: sixty dollars per
day. Appointments aftér 1 July 1977, however, will receive 50 percent
more ($15.00 per hour with a six-hour daily limit) whether these are
experienced or not.

The Task Force recommends that a work and pay policy be provided

»

for PTAAB members which is equitable and which recognizes the work load

carried by them as an essential step of the appeals process.
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Since the 1975 levy year, the earlier years of few appeals have
been replaced by an avalanche of appeals in Montgomery County. In
Baltimore City a backlog of 10,000 cases has required additional tempo-
rary, full-time appeal boards be established. Potentially, the most
-important outgrowth of‘this avalanche has been the 1976 legislation to
establish at the State level the office of Administrator, Property Tax
Assessment Appeal Boards.

The'Task Force has been told in 1977 that this administrator has
produced an 'Operations Manual for PTAAB" which would sharply improve
operations. However, a coOpy of this manual has not been available for
review in preparing this report.

“ Jg The Maryland Tax Court

The Tax Court is the final fact finding administrative body and
State agency in Maryland for matters relating to taxes, whether income,
alchoﬁol, excise, real property, or other. Since the local peer concept
is not practical at the state level, geographic representation is the
basis for appointments to the court. Two of the five juéges are
required to be lawyers and one also serves as chief judge. Tax Court
judges are appointed by the governor.

The annual budget of the Tax Court is currently (1977) on the order
of $165,000, an amount which reflects the part-time status of the .
judges and the small size of their support staff of two secretaries,

a deputy clerk, and the Clerk of the Court. Also included is the -
hearing examiner, a "circuit riding type' extension of the Baltimore-

based court. Under recent legislative assignment of power to the court
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to direct its own case load, the hearing examiner has effectively taken
overall residential real property appeals and other appeals, of less
than $100,000 assessmenf.

In 1977, about 2,000 cases were reported waiting upon the court,
largely real property matters and including residential assessment
appeals predating the court's power to assign these to the examiner.
Appeal from the PTAAB will typically reach the examiner in about one
year. The Task Force notes that substantial portions of real property
céses are delayed from final resolution (and contribute to the back-log)
by property-owner-requested postponements. Forthcoming expansion to
three examiners and increase to $500,000 of the limit of their jurisdic;
tion should reduce this backlog and delay.

The Tax Court distinguishes between decisions of general appiica—
bility and/or impact on the law and those cases which are specific to
given property or of limited impact. While written decisions are
issued in all cases, these are indexed and compiled only for those deci-
sions of general impact. The court does not accumulate Aata by win/lose
or other parameter of outcome, by type of case, or amount of assessment.

Given the importance for precedent of Tax Court decisions, the

Task Force recommends a detailed annual report be produced which describes

the types of cases which appear before the court and their outcoémes.

K. The Public Advocate for Assessments and Taxation

This office, established by the Montgomery County Council in
July 1974, exists outside of but parallel to the state-operated real
-property assessment and appeal organization in Montgomery County. The
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advocate is twice unique: this is the only such office among Maryland
counties and this is the only oversight function of any portion of the
Maryland assessment organization. In this oversight function, the
advocate has focused on two areas: the technical area of assessment
methodology and the more policy—related area of equity analysis, tax
burden distribution, and ‘patterns of assessment and appeals.

The advocate derives power indirectly from two sources. One is
the constitutional provision whereby legislation prepared on behalf
of a cgunty government is submitted to the General Assembly. The
second is the language of Article 81, Sections 255 (a) and 255 (b),
which permits the advocate to appeal any property on behalf of the County.
This latter statute is the basis on which the advocate can appeaL assess—
ments and appeal decisions which he sees as under (or over) assessments.

This office alone, in the State of Maryland, seeks to identify
underassessments and to correct them toward equity with other assess-—
ments through the appeal process.

For the 1977 Levy Year, for example, the advocate reports having
reqﬁested a review of 162 assessments for the reason that their assess-
ment/sales ratios were very atypical. Assessment inequities are identified
via three mechanisms by the advocate: by analysis of sales reports
produced from the assessor's data base, by observation and review of
appeals before the Property Tax Assessment Appeal Board (about 1000
yearly), and by review of supervisor hearing decisions (6000 yearly).

The advocate summarizes his analysis of sales to the county executive

each quarter.
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i Quarterly sales analysis. The Task Force evaluated the ten

quarterly reports since 1974 and prepared the following summary of
specific findings. More important than any one finding is the fact

of the reports themselves: they are the only management-oriented,
analytic, and interpretative statements produced about the performance
of the assessment and appeal system.

Among findings of the quarterly reports in recent years are

the following:lO

® Commercial/industrial property assessment-to-sale price
ratios tended to be higher than ratios for residential
property, though still below the legal assessment target
of .50.

® Tax burden has fallen more on residential property in -
recent years, partly as the result of rapid rise in home
| , values caused by drop in new home construction. Other
b economic factors also have led to sharply increased prices
for new and existing homes. .

® Sales of condominium units and apartment buildings were
reported without distinction as "apartments" until early
1977. Hence, apartment building sale data are obscured
by the many condominium unit transactions in the assessor's
data base. Since 1977, the assessment office at the X
request of the advocate has reported these data separately.
As a result it was found that assessment-to-sale ratios
are higher for condominiums than other types of property.

® Assessment reductions resulting from appeals before the
PTAAB are proportionally greater for legitimate apartments
(not condominiums) than for other types of property because
apartments are assessed on a capitalized income basis and
the net return to the investor was frequently less than
what the supervisor had estimated.

10

Their report here is not necessarily an endorsement by the

Task Force.
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2. Methodological deficiencies. Lack of even modestly sophisticated
computer processing (typical throughout the assessment area) is the
weakest area in the work of this office. Another weakness 1is in the
treatment of datﬁ where the objective 1s to find gross patterms of
changes in assessments. For example, yearly and trend data should be
computed statistically, rather than estimated from differences among
successive quarters of data. A guarter is too short a period, given
market variations, from which to analyze assessment effectiyeneés and
to detect trends.

P

The Task Force recommends the advocate be given an additional

staff statistician/economist plus substantially expanded computer éug—

port with which to analyze the assessor's data base. Computer programs

should be designed to produce summary type output which reports measures

of assessment accuracy and equity by subdivision and by election district.

These reports should be publicly available by 30 September annually.11

The Task Force recommends that the advocate also develop more
technically adequate measures of equity than the assessment-to-sales
ratio in current use. For example, equity is best measured in terms
of assessment variation or dispersion.

3. Legislative recommendations. In the past three years, the

advocate has prepared legislation to require disclosure by commercial
property owners of income data needed for assessments using the capitali-

zation method. | 4

11This advocate report on assessment quality will complement the
report on assessment and sales data proposed on page VI-1l.
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In addition, the advocate reviews relevant legislation before
the General Assembly and testifies as appropriate. For the 1977 session,
112 bills were reviewed and written commentary was provided for more
than half. Testimony was given before legislative committees on four
occasions. Three pieces of legislation were initiated, of which one
(dealing with condominium assessment) became law. The value of this
testimony and the technical expertise with which it i1s given can be
measured by the fact that the advocate 1is a member of the Tax Assessment
Study Task Force Committee of the State of Maryland.

4. Assessment methodology. The advocate's work leads him to

develop numerous recommended changes in assessment methods, both of a
technical sort and to reflect policy he regards as desirable. Among
' these have been the following:

Assess at 100 percent of market value rather than an.
artificial 50 percent.

Assess annually, rather than return to triennial assess-
ment.

Release worksheets and sales analyses for residential
property.

Use income, reconstruction cost, and market value approaches
on commercial and industrial properties.

5. Assessment policy and tax policy. Social policy, tax policy,

and assessment principles are largely entwined. The advocate has generally
been careful to distinguish policy from technical issues while recognizing
their practical relationships. Among issues of a policy sort on which

the advocate has written are the following:

© Prospective rezoning as a factor in present assessments
and hardship cases.

’ . VI-31




© Land use criteria and agricultural assessments.

@ Country club agreements as ''negotiated" assessments
rather than market value appraised quantities.

® Circuit breaker versus property liens or deferred taxes
for relief of hardship cases.

® Tax burden shift resulting from underassessment of income
properties.

@ Flimination of assessment reduction on land for reason
of sewer moratorium.

® Personal property assessment of professionals (dental
equipment, office equipment, etc.) and methods whereby to
measure underassessment.

@ Supervisor's use of a depreciation rate in Montgomery
County lower than that specified in the assessor's manual
or used in other counties. ;

Raising such issues is essential to a rational and viable tax

system based on property ownership. The Task Force recommends that the i (‘

advocate continue his analyses of assessment and tax policy.

6. Cost effectiveness of the advocate's office. To the extent that

the advocate has identified and appealed underassessments successfully,
the result has been increased revenues for the county. For its first
three years, the office budget was $50,000 annually, on average. With
the addition of an assistant public advocate, the 1978 budge; will rise
to $72,000. The advocate's work has resulted in annual revenue increaseg
of more than twice the cost of the work.

These revenues resulted from an upward reassessment of $580,000
in cooperative apartments; a $4.5 million increase in commercial/industrial
property assessments in the second and fifth election districts for the
1976 Levy Year; and from correction of an error in a single large pro-
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perty assessment for an increase in revenues of $30,000. Not counted
above are revenue increases from removal of the 25 percent allowance
on land to compensate for the market impact of the sewer moratorium, nor
the revenue effect of more timely input into the assessment data base
of sectional map amendments.

Since underassessments or assessment errors are likely to have

the characteristics of a self-replenishing resource, the Task Force

recommends the advocate continue this work of identifying and applealing

underassessments. The Task Force recommends more effective use of com-

puter processing to review assessments. Further, an algorithm analagous

to that by which the Internal Revenue Service selects income tax returns

for audit should be déveloped so as to identify assessments needing closer

review.

. 7. Public image of the advocate. Survey findings are that property

owners before the Property Tax Assessment Appeal Board saw the advocate
most often helping the board's or the general understanding. (Appendix
C) About a fourth saw him helping their case, only five percent as
helpiﬁg the assessor's defense, and ten percent as making no comment.
No property owners reported using his office to prepare their case.
However, the Task Force has informatiqn that other proéerty
owners see the advocate as useless and as another adversary to their
appeal. These persons, in the Task Force's opinion, have been deceived
by the name of this office, which easily connotes that the advocate is

their counsel and/or consultant against the assessor.
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The Task Force recommends that the name of the office be

changed to the Office of Assessment Review.

I, Assessment Methods and Appeals

The Task Force found several circumstances where a good faith
appeal might be frustrated by assessment methods, where an appeal can
be precipitated when not really necessary, oOr where an appeal was made
unnecessarily burdensome. Many of these instances have been discussed
above in the context of the property owner, the assessor, or the third
parties in the appeal process. This concluding section looks at appeal
problems relative to assessment methodology. Methodology includes
practices and administrative regulations within the assessment office

as well as the basic methods of real property assessment.

1. Disclosure of assessor's defense. Currently, the assessor is i
réquired to reveal sales information planned for use in the defense of
the'assessment when the case is before the Tax Court. (Maryland Tax
Court Rule #7). This is not required when the caée is before the PTAAB.
Disclosure of information is now required of the appellant at all levels
of appeal but often ignored at the PTAAB level. The Task Force believes
full disclosure of both parties at all levels would result in a moré
efficient and fact-oriented process since all parties would be equally
informed. The great majority of appellants progress only to the PTAAB

and should have the benefit of this disclosure. The Task Force recommends

that practices of disclosure of information for cases before the Tax

Court be required equally for cases before the PTAAB.
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2. Separately stated assessments on land and improvements.

Currently, the notice of assessment shows the land and improvements as
separate assessments; thereby leading many property owners to assume
these are amounts arrived at independently of each other. 1In fact,

the assessor determines the market value of the entire property and

then apportions this total betWeeﬁ land and improvements. As an acci-
dent of the apportionment method, extraord;nary increases in one or the
other of land or improvement have resulted and have led owners to appeal.
The assessor is typically successful in defending the assessment of the

entire property. To clarify the situation in such appeals, the Task

‘Force recommends that the notice of assessment repeat the statutory

relationship between the total assessment and its land and improvement

components.

3. Appeal decision and subsequent assessments. Currently, reduc-

tion as the result of an appeal applies only to the assessment appealed
and in no way binds the assessor in subsequent year assessments. The

Task Force recommends: (1) that the findings of the appeal bind the

assessor in all future assessments, as long as the property condition

which justified the reduction does not change, (2) that the appeal body

stipulate as part of its decision whether the reduction is limited to

" the appealed assessment; and (3) that the assessor modify the property

description on the worksheet to conform with the appeal decision.

4. Reasons for assessment change. Currently, the notice of assess-

ment is issued with no indication as to the reason for the change in

assessment. As a result, many owners call the assessment office, which
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means the worksheet has to be pulled from files and the assessor talks
to the owner. The Task Force recommends that a computer-prepared state-
ment of the following sort accompany the change notice:

® Increase was based on sales analysis of other properties
in your subdivision. (Analysis available on request.)

® Increase results from property improvement.

@ Increase results from assessor's direct inspection and
estimate of the reconstruction cost of the improvement.

® Decrease results from appeal.
@ Change is result of other cause. (Call 279-1601 for details).

These items could be computer generated and "checked-off."
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CHAPTER VII

POLICY ISSUES

A. Introduction

Previous chapters have described assessment practices as applied
to residential, commercial, industrial and condominium properties in
Montgomery County. These practices and properties provide the bulk
of the money raised by the property tax and are currently receiving
serious attention from citizen and elected official alike. -Therg are
other properties, namely totally exempt and farm assessed, which con-
tribute little or nothing to the flow of revenue to the County. These
exceptions have been legislated into being, such action being deemed
to be in the public good. The Task Force's consideration of these
policies are discussed in this chapter. Two exceptional aspeéts of
the assessment process not considered in any depth despite their signi-
ficénce are:

(1) Assessment of Personal Property: The Maryland Code authorizes
the taxation qf personal property constituting the stock in business
of persons, firms and corporations engaged in manufacturing or éommer-
cial business, and operating property of railroads, public utilitigs‘
and contract carriers. Personal property constituted 12% of the County's
tax base in fiscal year (FY) 1976. The difficult assessment of this‘type
of property belonging to local, non—incorporéted'businesses is carried
out by two persons in the Assessor's.Officé. A recent report ("The
Maryland Economy-Status and Outlook, 1976-1977," Debartment of Economic

and Community Development, State of Maryland), recommends the elimination
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of the local .property tax on machinery and equipment and the replace-
ment of the lost revenues by increasing the corporate income tax.

(2) Taxation of Property by Cities and Municipalit;es Within
Montgomery County: A numer of jurisdictions within Montgomery County
levy their own property tax, the property tax base being established
by the Assessor. Details of this process, such as who certifies ;he

property base to the jurisdiction, were not considered.

B. Totally Exempt Property . ~
The Maryland State Code hés provisions that totally egempt cer-
tain classifications of property from taxation. These include property
within the County which.belongs to Federali State, County and Foreign
governments; property owned by religious, non-profit and charitable
organizations and property belonging to certain individuals such as
the blind and wounded veterans. Since one of the criteria used to
determine the amount of Federal and State shared revenue is the value
of the County's total property base, the value of this land is assessed
by assessors from the State Department of Assessments and Taxation.
In July, 1976, there were 6,324 properties, with anvasseggment
of .935 million dollars, the exempt land covering 5Q,867 acres, or
17% of the total assessed land inwkhe County. At a tax rate of $3.75
per hundred dollars, this property would have brought in $35.1 million
doilars in revenue to the Coukty. The magnitude of this sum implies

that it is in the County's best interest to get these lands into the

production of revenue. While lands belonging to the Federal, State
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and local governments is beyond the taxing power of the County, excess
land owned by the County itself could be used by the private sector to
produce revenue. Forty percent of the exempted land is owned by the
County. The County's Land Management Unit is initiating an inventory
of County-owned property to identify and dispose of surplus land, and
since January 1978 has identified surplus land appraised at $700,000.

It is recommended that Montgomery County continue to study its

property rolls to determine if exempt and unused properties can be

returned to revenue production.

The 1,679 exempt accounts that are owned by private, non-profit
and miscellaneous organizations are treated in the Assessor's office
by the same two persons who are also responsible for assessing local
personal property. It is no reflection on the individuals cﬁrrently
doing this work to state that effort of this magnitude requires a
greater staff.

It 1s recommended that a detailed study be made of the existing

exemptions of private, non-profit and miscellaneous exempt properties

to ascertain their conformity with existing requirements.

B Farmland Preferential Assessment

The value of farmland in Maryland, as in other states, has in-
creased rapidly in past years due to the need for land for building
and development. To alleviate the farmer's very real property tax

problems, the State passed legislation that requires the valuation of
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agricultural land based on its current agricultural use rather than its

poten£ial use. If land meets a number of legislatively specified criteria,
it is declared to.be farmland and the assessment is determined by the
estimated yield of the land. The amount of the assessment is based on

the quality of the landg its estimated yield of corm per acre andlpni
prices of the early 1960s.

In July, 1976, Montgomery County farmland assessment covered 139,000
acres, 567% of the total taxable County land, 45% of the total assessed
land. TIts total assessed value was 49 million dollars, nine-tenths of
one percent of the County's total taxable base. There were 2,309 indi-
vidual accounts.

The difficulty with farm assessment, at least in surburban counties
such as Montgomery, lles in its potential as a tax shelter for land specu- i
jators. Multi-million dollar tracts of land can be held indefinitely, at

little cost to the owners so long as minimal farm operatlons are carried out.

Farm assessment was initlally seen as a way to keeé farmers
from being forced off thelr land by developers during the land boom '
of the 1950s and early 1960s. Instead, its major effect seems to
have been to allow farmers to keep their land until the price was
right. In other words, the rate at which development encroaches on
farmland is subject to the same market forces as always, butthe farm
assessment law allows the farmer, rather than the.developer, to cash
in on some of the profits. Testimony on proposed farm assessment legis-

lation indicates that farmers are well aware of this advantage.
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Most of the proposed modifications to farm assessment have
ignored the concept of the farmer as speculator, and instead, dwelt
on wafs to diétingﬁish between a developer or holding company and a
"bona fide" farmer. Recent legislation denies farm assessment when
the land is sold for development, rezoned at the owners' request, a
subdivision plat is filed, or lots sold on the basis of an unreqorded
plat. The land is reassessed at fﬁll market value, and two years
regular taxeé must be paid before building or occupancy permits can

be issued. Farm assessment should be awarded only to those owners who

cede development rights to the public for a term of years, perhaps 20.
Since nothing else can then be done with the land except to fa:m.it,
‘market vglues should initially reflect the iand's potential as a farm.
Since a term easement would be carried as an encumbrance upon the
deed, farm useage woﬁld survive the death or retirement of the farmer.
Probabl&, market value (and assessed value) would be affected‘by
development potential some years before the easement expires, so'that

the easement should be renewable by mutual consent after 15 years.,

D. Citizen Relief

Inflated land prices in Montgomery and other counties have greatly
increased the value of land and have resulted in very high and rapidly
changing_aésessments. Accordingly, the Maryland Staté Legislaturg has
passed'a variety of laws aimed at giving relief to the property owner.
These have taken a number of forms.

1. Property owners whose assessment had increased over 36% in
one year were allowed to pay the increase in installments over a
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three-year period. This phase-in "10ss" in revenue in Montgomery County
was $4.5 million in‘1974; in 1975 it was $8.5 million and in 197§ it was
$14.7 milli&n. This measure was repealed in 1976 by Chapter 238. ‘

2. The Legislature, in FY 1977 and in FY 1978 passed a law which
gave a tax credit for the year to residential assessments if they met
certain conditions. The effort to locate and properly assess the
affected homeowners ﬁas cost the Montgomery County Information System
(MIS) approximately $24 thousand in computer and programmer time and
has cost the Assessor's office many man-hours of effort as it manually
studied thousands of worksheets to carry out_the provisions of this
law. It should be noted that, althougﬁ MIS is acting as a contfactor .
to the Assessment office in this matter, only $1 théusand wili, report-
edly, be repaid the County by the State £or this work. Despite this i i
effort, newspaper reports indicate a number of citizens will not get 7
the assessment relief due them unless they themselves discover it.

3. Residential homeowners who meet certain income and total net
worth restrictions will receive deductions from their tax bills. This
"eircuit-breaker" was originally meant to benefit retired persons who
own property of some value but whose income is limited. Its provisions
were extended in 1978 to persons under age 60. (HB 1168) The circuit-
breaker was established by the State of Maryland which absorbs the loss
in revenue. It takes the place of relief measures which were4in effect
in various counties and precl&des the counties from passing new home-

owner relief measures. The circuit-breaker does not apply to renters
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even though property tax increases are passed on to them by the owner

of the property. Tenants remain eligible for County relief measures.
The citizens must specifically apply for relief under the

provisions of fhe circuit-breaker. It is granted to individuals after

study by a staff in the Assessor's office. Complaints have been received

that filling'out the form involved presents problems to some individuals.

In 1977, 7,174 Montéomery County circuit-breaker applications were
approved for a total tax relief of $3.1 million dollars. An addi-
tional 2,245 applications (23% of the total) were disapproved. No
analysis was made of the financial, age or other status of the disap-
proved applicants or of the reason for disapproval.

4. In 1974 the State "rolled back" the level of assessments on
all propertiés from 60% of full market value to 50%; this move being
followed in 1978 by a roll—b;ck for owner occupied residential pro-
perties to 45%. These actions do not necessarily affect the final
sum pald by the taxpayer, since local jurisdictions have the power
to reset the tax rate in accordance with their needs. The recently
legislated requirement that jurisdictions publicly justify increases
above the cons;ant yleld tax rate may serve as an inhibitor'oé the
size of the inc%ease.

The Task Force is aware that there are other means of extend;
ing tax relief to citizens, such as the Homestead exemption, wherein

value of an assessment, no matter how high or low, would be reduced
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by a flat amount.1 This means of relief would proportionately benefit

those owning lower-—priced homes than those with more expensive homes (:
and it would be straight-forward to administer. The loss in revenue ' '
is high, however, and tax rates may have to be increased across—the-
board to compensate for this.
A deferral of any tax due until the property involved is
sold is another means of providing citizen relief, at the same time
assuring the County thatlit would ultimately receive the money in-
volved. Putting limits on the sum that could be deferred, charging
interest on the deferred amount, making entry into the program a
volﬁntary matter and having the State advance funds raised on a
bond issue secured by the anticipated payment of the deferred monies,
are provisions that strengthen tax deferrals. The possibility of the
catastrophic loss in value of the propertf, with resultant loss in the
sums that could be realized, the difficulty in estimating the flow (
of revenue into the County Treasury, and the loss of estate to poten- | ‘
tial heirs are factors of concern dealing with tax deferral.
The Task Force believes that property taxation should not be
a crushing burden on citizens much less an instrument which dfives.
individuals from their homes.' The State's approach_of identifying
classes of people adversely affected by the tax and granting relief
to that class is to be applauded. Specific recommendations as to
needy classes and to means of extending relief are beyond the resources
of this Task Force.

Tt is recommended that the mechanism of granting,circuit-breaker .

exemptions be simplified.

lA 5% Homestead allowance was established in 1978 hy HB 766

Chapter 175, Laws of 1978. | {
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APPENDIX A

REVIEW OF APPRAISAL MANUAL FOR MARYLAND ASSESSORS

Issued byﬁ State Department of Assessments and Taxation,
Baltimore, MD 21201
Prepared For: State of Maryland Department of Assessments and
Iaxation by Thomas L. Ball, ASA, Valuatién Advisor
(Copyright 1970, Reissued 1973) -~ 5 volumes (volume 3

contains 2 books)

VOLUME I - Residential

(Looseleaf, 10 tabs unnumbered)

TAB I. General. This section contains a "Forward" by Albert W. Ward,

Director, June 1970. It states that the Appraisal Manual is issued to
serve as an aid to Maryland Assessing Officers and to provide a syste-

matic procedure for estimating replacement cost new for various types

of structures.

TAB II. Introduction. There are three separate volumes covering:

residential and agricultural structure (Volume I), commercial buildings
(Volume II), and industrial buildings (Volume III). It state; that
cost data is based on Baltimore City in January 1970 which is given
an index of 100 (apparently there was no manual at all prior to 1970).
Each January a new index is issued giving multipliers for each County
in Maryland and Baltimore City with index numbers as a percent of

Baltimore City construction costs in 1970 (with costs of construction -
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ever rising these percentages have always been over 100% and some
indexes have passed the 200% mark for 1976. However, instructions
are given for making appraisals for dates in between two successive
Januarys. Many other major appraisal services supplying such cost
{ndex data will update on a monthly, bimonthly or'quarférly basis.
This makes quite some difference for recent years when cost of con-
struction is rising at a rate exceeding 10% annually; this may con-
tribute to lower assessments on many types of properties.

The Task Force recommends updating time/location modifiers more
frequently than once a year

TAB III. Land. There are four major use classifications for land

in Maryland: residential, commercial (selling commodities or ser- (
vices PLUS apartment buil@ings, hotels, motels, and'sum@er rgsorts),

industrial (business of producing, fabricating or combining goods),

and agricultural (farming use). There are two.méthods of valuing

land mentioned in this tab:. comparable sales and the land residual

technique of capitalization. This latter should not be confused with

the Maryland assessor's valuation of land by a residual technique of

valuing a total property by comparable sales and then subtracting the

value of the building obtained by reconstruction cost less deprecia-

tion. The land residual technique of capitalization consists of

allocating an amount of net incéme to the building based on its value

determined by the cost approach and then capitalizing the residual net

income at an interest rate commensurate with the marketplace. It is
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applicable only.tp fairly new income-producing commercial properties
and 1s rarely used by Maryland assessors. Land is supposed to

be valued by the "Unit Foot" which represents a strip of land one

foot wide and 150 feet deep. Adjustments for deeper and shallower
lots are made using depth factor charts for residential and commercial
lots inclﬁding figures for lots 5 to 400 feet deep. It appears that

assessors. are using either acreage, building lots or square feet and

following the book reluctantly in order to fill out the required data

on the assessment card which requires a front foot (unit foot) value.

The Task Force recommends using square feet or acres instead of front
feet for residential and commercial values.

There are detailed instructions explaining how to value corner lots,
alleys, double frontage lots and irregular lots. The Manual states
that égricultural land value is based on agricultural use value as

"determined by the supervisor in each district."

TAB IV. Depreciation. This section describes depreciation as deterior-

ation (curable and incurable), and obsolescence (functional curable,
functional incurable, and economic). It goes into great detail explain-
ing how observed depreciation must consider each of the above factors
giving each a dollar value and then making successive deductions f¥om
the cost to reconstruct the building new. It then states that work- .
load and pressure of time generally requires percentage depreciation

and a series of graphs 1s provided showing, for example, that for a

fifty year old good residence depreciation should be a total of 38%
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and that for a fifty year old average house it would be 47%. Assessors

claim they are not bound even by this rough method, thus making observed

depreciation a matter of pure opinion and very susceptible to use as a

fudge factor to make the value obtained by the cost approach fit any

target value.

The Task Force recommends providing a better method of computing

depreciation.

TAB V. Building Cost Index. County indexes are provided for frame

and brick residences. These figures have been compared with the three g

most widely used

services providing cost data. These are:

1. Boeckh Building Valuation Manual. Published by Boeckh
Division, The American Appraisal Company (Milwaukee, Wisc.).

Updated

bimonthly;

2. Dodge Building Cost Calculator and Valuation Guide. Pub-
lished by McGraw Hill Information Systems Company (New York).

Updated

quarterly;

3. Marshall Valuation Service. Published by Marshail and Stevens
Publishing Department. Updated monthly.

Although each service uses a different base year and city, all contain

an index for Baltimore for 1970 and subsequent years. For example,

in 1973, while the Maryland Assessors Manual showed an increase in

Baltimore of 30%

over 1970, Dodge showed 36% and Boeckh showed 42%.

In 1975, these figures were 41%, 67%, and 57% respectively. This

points up another
worse where no ot
as a whole most c

ing exceptions.

inaccuracy which compounds each year and will be
her method of valuation is used. The Maryland Manual
losely parallels the Boeckh service with the follow-

Boeckh updates every two months, not once a year;
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Boeckh uses cost figures based on market areas relating to sources of
supply of materials and labor rather than artificial County boundaries

as in the Maryland Manual.

The Task Force recommends, in place of County modifiers, using market

areas, even though there may be more than one per County.

Square foot figures are now used exclusively by Boeckh and the other

-services while the Maryland Manual still uses cubic feet for wmany

types of proberty_(soon to be corrected in the revised manual). Depre-
ciation by.percentagé is not recommended by any service; rather for
examplé an age-life:f;action is often proposed_when detailed dollar
depreciation cannot.be gotten due to time of other constraints. The
age-life method uses economic rather than chronological life, and rémaining :
useful iife, both determined by physical inspection of £he pro?erty.
Depreciation percentage then equals the economic life divided by the
sum of the remaininé life plus the economic life; converted to a per-

centage. For examﬁle, if a building is 35 years old but by inspection

. appears like a building only 25 years old and it is estimated that it

will last 40 more yearé, the percentage depreciation is:

©25/25 + 40 = 25/65 = 38%.

TABS VI through X. These sections contain tables for properties

described as: residential seasonal, residential cheap, residential
average, residential good and residential expensive. Separate tables

are provided for one story, two story and split level residences both
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with and without basements for various types.of construction materials
such as brick, wood or stone. What is particu;arly good about fhese
tables is that the base building and size-shape adjustment have been
combined in a series of tables, rather than the 3 fo 5 steps req;ired
by other services. Tﬂis makes the assessor's job easier and less time
consuming although it maies the Maryland Manual somewhat cumbersome
(no problém if it stays in the office). Once an assessor determines
the building material and grade (cheap, average, good, etc.), a single
figure is obtained which multiplied by the time/location factor for
Montgomery County for the current year yields the full reproduction
cost of the building. Standard extras for garages, fireplaces, etc.,
must stiil be added, however, this method is employed by all the other
three services. The most difficult job is cdnverting to cubic feet

a floor plan which is taken from the plans when the house is buil? and
retained in the assessment file and then being updated for additions.
This seems to be an unnecessary step; in addition basements and attics
cause most problems. We are glad to learn that a square foot Manual
is in the works or even now beiﬁg field tested, which should even-
tually bring the manual in conformance with the general approach used

by almost all appraisers -- that of using square feet of floor area.

TAB XI. Agricultural Structures. These are tables for farmhouses,

barns, silos and many other agricultural and farm structures or

improvements to the land.




VOLUME II. Commercial

(Looseleaf with ten numbered tabs)
TAB I. Introduction. This section is similar to Volume I except that
prope%ties are graded.as cheap, average (standard) or good (custom-
built by prestige organization). All tables are given for average
construction and then an améunt up to 5% is added or subtracted for
good or cheap. Different percentages are provided for each type of
commercial property, but they do appear to be remarkably small.
The Task Force recommends that there be more leeway than + 5% for cheap

or good construction compared with average construction for commercial
property assessments.

Grade is determined by observations and coﬁparison with photographs
and.engineering specifications Included with the various types of
property. Architectural fees are added as a percentage of cost for

each grade. A four part assessment card is included as an example.

TAB II. Building Cost Index. Modifiers for large commercial and

industrial and small commercial and industrial properties.

The difference between small and large for each category may diffe;

by more than 30% making it extremely crucial that the appraiser make
the correct determination. There are no guidelines as to small versus
large and there éould easily be many grey areas where .again opinion

plays a large part in developing the building value.

The Task Force recommends using a sliding scale for Building Cost Indices

for large and small commercial properties rather than two flat amounts

which may differ by as much as 307%.
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There are further breakdowns for apartments, hotels, and office build-
ings built of wood, brick, steel, brick and wood, brick and steel,
and brick and concrete. (And all this only for the time/location

multipliers for adjusting Montgomery County to the current year).

. TAB III. Apartments, Ho&els, and Motels. Apartment houses are described

as any residential building containing more than four units. This
section contains separate tables for garden apartments and high-rise
buildings and gives cubic foog base prices depending on the ground
area covered by the building, the building perimeter, the number of
stories and the exterior materials. Separate tables are given for
buildings with and without basement. In addition, there are add-on
adjustments in dollars or percentages for the following.'

1. Number of stories if more than table shows

2ﬂ Grade adjustment (cheap or good)

3. Wall finish (interior)

4, Héating

5. Kitchen and bathroom equipment and appliances

6. Balconies

7. Swimming pools

8. Paving, fencing and lighting

9. Sprinklers and fire hoses

v

10. Elevators
A depreciation guide recommends adjustments for each specific type

of building. An example for Garden Apartments is as follows.
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Excellent Deduct 0 - 5%
Very Good Deduct 5 - 15%
Good - Deduct 15 - 25%
Average Deduct 25 - 35%
Fair . Deduct 35 - 45%
Poor ' Deduct 45 ~ 60%
Dilapidated Deduct over 60%

Again this is a guide based upon opinion and attempts to employ the

age/life typé of estimate, but again relies very heavily on the opinion

-of an individual assessor. There are specifications of construction

and photographs to enable the assessor to select the proper grade of
construction (cheap, average, or good), but which it is, is his
opinion. Hotels and motels are generally treated similarly in struc-

ture to high-rise apartment buildings.

TAB IV. Automotive Sales and Service. This section includes such

structures as gas stations, service stations, tire stores, automobile
sales rooms, car washes, parking structures and implement sales (lawn-
mowers, farm equipment, etc.). Only the car wash and parking structure

have square foot tables, the balance use a cubic feet.

TAB V. Food Service (restaurants). This section includes both fast

food service structures and restaurant buildings using cubic foot tables.

TAB VI. Stores and Shopping Centers. There are numerous pictures and

specifications for many types of retail establishments including:
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1. Single retail stores
2. Supermarkets

3. Neighborhood shopping centers (supermarkets, banks and
service stations are to be valued separately)

4. Regional éhopping centers (excluding supermarkets, banks,
service stations, office buildings, department stores and
food service facilities which are valued separately)

5. Department stores

Deviations from the standard are adjusted by dollars or percentages

in a manner similar to apartment houses. These adjustments typically
include such items as: old style (prior to 1920 or 1920-1940), grad;
(cheap or good), wall, floor and ceiling finish, heating and plumbing,
overhangs and canopies, baving and lighting. Depreciation tables are

similar to those for apartments, retail stores, department stores and

supermarkets are valued by the cubic foot; all others are square feet.

TAB VII. Office Buildings and Banks. Office buildings and bank build-

ings are valued by the cubic foot depending on the number of stories
and thé building material. Deviations are adjusted for: old style,
number of stories (if not in table), grade, elevators, heating,
plumbing, wall finish, paving and fencing. The depreciation guide

is again similar to that for apartnents.

TAB VII. Special Purpose Buildings. This group includes post offices,

bowling alleys, theaters, nursing homes, funeral homes, animal hospi-
tals, lumber and storage yards, airports, marinas and race tracks.

Cubic foot tables are used for theaters, nursing and funeral homes,
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énimél hospitals and lumber yard.structure;, while square foot
.factors are provided for the balance. It is hoped that the newly
revised manual will get rid of this hodgepodge of different factors
some- of which are not even correctly labeled, and come up with consis-
tent square foot factors as the rest of the real estate industry did
years ago.

The Task Force recommends using square foot factors rathér than cubic

feet congistently for commercial and industrial property except for
warehouses or alternately using correct labels.

TAB IX. Unit Costs. This section breaks down buildings into compo-—

nents so that an assessor can get the reconstruction cost of any
structure not included in the prior sections. It is also useful
where additional structural components .exist that are not included
as deviation items. Items include: excavations, insulators, doors,
windows, floor coverings, partitions, réofs, stairs, plumbing, septic
and well systems, sprinklers, elevators, escalators, pilings, rail

sidings, stacks, tanks, swimming pools, etc.

" TAB X. General. This tab is blank.

VOLUME III. Industrial

(Looseleaf in two books containiﬁg a
total of 16 numbered tabs.)

TAB I. Introduction. Volume III is provided to assist in accurately

estimating the reproduction and replacement cost of the many types

of industrial structures. Buildings are graded as cheap, average and

‘good using engineering specifications and sample photographs.

A-11



TAB II, Building Cost Index. This section contains County location/
time adjustments for each Janﬁéry to the base of Baltimore City in
1970 for large and small industrial structures. Ag#in these appear
to consistently differ by more than 20%. Adjustments are provided
for various tybes of construction: frame, steel, brick and wood,

brick and steel, and brick and concrete.

TAB ITI. Office and Manufacturing. This section gives cubic foot

factors for varying ratios of office to manufacturing space in build-

ings containing both. It includes deviation adjustments and deprecia=<

tion tables similar to commercial property. Light, medium and heavy

industrial buildings are determined by both buildiﬁg design and use.

In light industrial buildings, floors and framing are minimai with a (
load range of approximately 100 pounds per square foot or less and ‘
used for light assembling, light fabricating or the equivalént.

Medium industrial represents a floor load range of about 175 pounds

per square foot and used for normal or average operations. Heavy

industrial pertains to a floor load range upwards of 200 pounds per

square foot and generally is used for heavy type operations.

TABs IV, V, and VI. Manufacturing Light, Manufacturing Medium, and
Manufacturing Heavy.

There are cubic foot factors for various types of comstruction with

deviation adjustment and depreciation tables similar to Commercial

v

Property.
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TAB VII. Office and Warehouse. There are three broad categories of

warehouses; general warehouse building, general warehouse building
modified in part for special storage requirements (such as cold
storage), and special purpose warehouses. There are three broad
ranges for warehouses similar to those for manufacturing buildings.
Light warehousing indicates floors and framing are minimal with a

load range of approximately 100 pounds per squaré foot or less and
used for light-stérage only. Medium represents a floor load range

up to approximately 175 éounds per square foot while heavy represents
.a floor load range for upwards of 200 pounds per square foot. Ware-
'house cost tables reflect minimum lighting, heating and interior
finish; where there are numerous interior walls, partitions and build-
ing fixtures, deviation adjustment pages and a unit in place cost
section are provided in a manner similar to that for commercial pro-
perty. The tables for office and warehouse combinations are by per-
cent of office in the total building similar to the office/manufacturing

combinations.

TABs VIIT, IX, X. Warehouse Light, Warehouse Medium, and Warehouse
Heavy. v

These sections provide cubic foot costs for various types and combina-

tions of construction with sample photographs and specifications.

TABs XI - XIV. Not in use.

TAB XV. Special Purpose Buildings. These include: power houses,

freezer buildings, dry kilns, whiskey warehouses, concrete and metal

store bins, etc.
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TAB XVI. Unit Costs. This section provides unit costs for any por-

tion of an industrial structure and may be used to célculate repro-
ductioﬁ cpst by components of the buildings or pro?ide costs for
add-ons such as rail sidings, air-conditioning, stacks, tanks, fences,
or partitions.

The cost approach is well suited for industrial properties which
are unique and whgre sales of comparable properties may be difficult
to find. If the Industrial volume of the Appraisal Manual is used
properly and the rgvision uses square feet, .

the Task Force recommends its continued use except where there has
been a recent sale of theproperty being assessed

and then that price should govern unless the sale was not at arms

length.
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APPENDIX B

SURVEY OF RESIDENTIAL AND COMMERCIAL PROPERTY
ASSESSORS' ROLE IN THE APPEALS PROCESS

Technical description: Questionnaires were completed in August
1977 By 20 assessors of residential property and six of commercial
property, for an overall response rate of 85 percent. Anonymous
questionnaires were distributed and collected by the Supervisor of

Assessments and forwarded to the Task Force for analysis.

Findings: Quality, completeness, and consistency of the responses

were very high, probably since many responses were computed by

_assessors from their time cards. Basic data are as follows, including

combinations of data where reasonable:

The number of calls received daily as a result of notices of
assessment. ranged between 5 and 40 for residentlal assessors

(mean = 19) and commercial assessors (mean = 15).

On the average, each call lasted nine minutes for residential
property owners (5 to 15 minutes) and 12 minutes in commercial

cases (3 to 20 minutes).

Combining the above, residential cases 'cost” the assessor about
two hours daily during the ''notices season" and the commercial
assessor about three hours daily. Perhaps more impprtantly

as a measure of burden on a work day, these data mean that
assessors can expect on average to talk on the phone about ten
minutes out of each half hour, all day long, during this period.
Regarding reasons for property owner calls during the "notices
season,' the assessors reported 63 reasons, not all different..
About a fourth were protests of tax levies in some form.

Almost 20 percent were calls for technical information about

assessment methods, meaning of notices or terminology, how to

read a worksheet, etc.
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In other '"seasons' assessors reported a sharplf lower frequency
of propérty owner calls and a shift in reasons for calling.

For residential assessors, the year-round rate of calls 1is
about seven per week with an averége call lasting 10 minutes.
Commercial assessors get about 18 calls weekly of about the same
length. Reasons for calls on commercial property assessment
were less diverse and sharply less concentrated in the areas of
protests (a fifth). Technical information-type reasons prer
dominated (two—éhirds), such as property information requests,
qyestions about assessment methods, calls.to check on worksheet
accuracy, queries about possible assessment changes 1f the

property were expanded or improved.

For assessors generally, about eight property owners are
seen weekly, of whom perhaps half have an appointment. About
the same number of lawyers, realtors, appraisers, etc., are

-seen weekly.

The preceding adds up to a substantial work load associated
with appeals. For residential assessors, their estimates

range from 10 to 70 percent, with an average of 27 percent,
of their work year spent on appeals. Commercial assessors

spend much less: 12 percent.

A very large number of assessor/supervisor hearings are involved
4in this appeal work. Half the residential Assessors reported
hearings at a rate that amounts to one a day (mean = 251 hearings
annually). About 4750 residential hearings were reported for

a typical year. About 500 commercial hearings were réported, at

an average of 85 per commercial assessor.

Residential assessors appeared 33 times yearly and commercial
assessors 37 times, for hearings at the Property Tax Assessment
Appeal Board (for which one assessor commented a half day pre-
paration time is usual). Almost half the assessors prepared

cases at the rate of one per week.
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- Preparations for hearings before the examiner of the Marfland

Tax Court were sharply less: an annual average of six for

residential assessors and three for commercial.

Assessors were asked in what proportion of cases do they reduce
an assessment on their initiative as a result of a property owner
contact (i.e., before a hearing at the PTAAB or in a Supervi-

sor's Hearing). Overall, residential assessors reported an

~average reduction frequency of 11 percent, and commercial asses-

sors of four percent. The amount of these reductions is unknown,
although one assessor volunteered his were on the order of

five percent.

More interesting than these averages, however, is the fact

that a fourth of assessors almost never give reductions (one
percent rate), whereas another fourth frequently gave reducticéns
(20-30 percent rate). Another fourth reduced assessments 5
percent of the time, and the remainder between 10 and 15 per-
cent of thelr hearings or contacts. Whether these differences
reflect individual differences in case load composition, or

personality, or other causes is not known.

Assessor perceptions of the feelings and emotions of appellants
before the PTAAB differed as to whether they handled commer-
clal or residential cases. Whereas both saw appellants as
equally (i.e., usually) "hopeful," commercial appellants are
perceived by their assessors much more positively than are

residential appellants.

Disappointment and frustration were seen strongly in residential
appellants by thelr assessors. These assessors tended to see

their appellants as somewhat more confused and angry than the

commercial property owners.



ITI.

Assessment on an annual basis was reported as sharply increasing
the number of property owner contacts: by 75 percent for

‘residential cases and 28 percent for commercial.

A series of questlons were asked to learn where in the appeal

sequence the assessor made use of sale prices of comparable

properties to defend his assessment. Assessors uniformly
_reported using such data often or always in their own or a

Supervisor's Hearing.

Similarly, there were questions about the'assessor's asking
property owners whether or not the assessment implies a realis-
tic sale price for the pfoperty. This inquiry is the assessor's
way of referencing the basic legal requirement under which he

practices: to assess at falr market value.

Assessors uniformly reported use of this inquiry at thelr own
or the Supervisor's Hearing. However about half the assessors
report not using the inquiry when before the PTAAB or Maryland

Tax Court or 1ts examiner.

Respondent Comments: Assessors were asked for any additional com-
ments. A number of specific and practical comments were gotten as,

in summary, follow:
PTAAB. case can take one-half day or more to prepare.

Expense and income questionnaire should be required for all appeal

stages, starting with assessor's hearing.

Assessors need a data bank or retrieval system (to get to assess-—.

ment data base).

IRS 1065 should be a required submission on commercial properties.

Triple hearings of condominiums (purchaser-association-developer)

should be prohibited.




A

The notice (of assessment) should provide clarifying information

on Iincreases.
Envy, between subdivisions and within, generates appeals.

Better education of public, political leadérs, and media is needed

in tax principles and the role and nature of the assessment process.
Property owner should review his worksheet every two years.
Assessors and citizens need training in tax laws.

State control has been bad in two respects: .1) degraded quality of
assessments in county as part of uniformity campaign by state and
2) ruined staff morale. State supervisor said ''bring some countieg
up, others down.'" Morale also bad as a result of pay, promotion,

benefit situation. Can't get or retain competent staff.

Property owner sees his assessment as the major determining factor

in taxes and tax increases.

The assessment is available and attackable; the tax rate and

taxing authority are remote.

Owner is deceived twice: once by the politically-originated

announcement that tax rate will not be raised (even that it will

" be lowered). Once more after taxes go up when he concludes assess-~

ments are the cause.

A mechanism to appeal tax rate and the rate setting procedure is:

needed, and this will take the heat off the appeal process.
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APPENDIX C

SURVEY OF RESIDENTIAL PROPERTY OWNERS WHO HAD
APPEALED BEFORE THE PROPERTY TAX ASSESSMENT
APPEAL BOARD (PTAAB)

_I. - Technical description: Although only two hearing days during the
survey month.(August 1977) were scheduled for appeal of residential
property, 14 questionnaires were returned for an estimated response
rate of appfoximately 50 percent. Because there is no information
about those not responding and because two hearing days do not
comprise a sample, rigoroﬁs conclusions should not be drawn from

the data, and complex analyses cannot be based on the. data.

II. Findings: Nonetheless, quality, completeness, and consistency
of responses were very high and justify reporting the basic data.
Items 1 and 2 were sampling questions. Basic data on responses to

b remaining questions are as follows:

Equal portions of appellants reported they will appeal further
(item 3).%*

| For those not persisting, the reason given is too much time,

cost and trouble.

For those intending to appeal further, their reasons are mixed,
but the main reasons are that own taxes are too high, absolutely

or relative to other properties.

Nearly all appellants knew of assessor's worksheets and

(item 5) got one.

E .
Appellant most often 1s the property owner. Here the term is
used for the person completing the survey questiocnnaire.




About 1/3 of appellants researched their appeal at the assessor's
office, and about another third employed a variety of resources,

including their own experience (item 6).

The telephone was used by about only 10 percent of appellants,

but (item 8) about half went in to talk to the assessor.

Offthose'talking to the assessor, responses to item 9 show two
general conclusions regarding assessor/appellant interactionr
1. Lack of information about the assessment, lack of under-

standing of explanations, or poor treatment were not major
problem areas:.

2. Despite their report that they understood what the assesseor
"was saying and that they were well treated by the assessor
only about 10 percent of property owners also felt all
the answers they got '"were straight answers."

About half ‘the appellants did not report having been asked by

the asseSsor whether they thought thelr asssessment implied a

realistic sale price. For the remaining half, the question was
asked about twice, most often at the Supervisor's Hearing and

‘a* early talks rather than at the PTAAB.

With one exception, very little cash expense was incurred
during appeal, and for more than half there was no outlay at
" all. But property owners made substantial investments of time:

‘more than 20 hours on average (items 11-12).

.Regarding the assessment process and the appeal process,
appellants reported opinions which were split between negative

and positive (item 13). i

Most'appellants felt thelr assessment was inaccurate and unfair
because it was higher than assessments on similar properties

(item 14).

w

Using the assessed amount as an indicator of property value,

appellants generally lived in homes in range of $70-90,000
(item 15). §
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III.

The average reduction sought on these assessments was more

than 20% (item 16).

" Appellants were nearly unanimous in exbecting their éppeél to.

result in a reduction (item 17).

Nearly all appellants agreed that the assessor did-not introduce

unexpected data or arguments at the. hearing (itemL18).
No appellants'called seeking help from public advocate (item 19).

Appellant opinions of the public advocate were geﬁgraily
positive. Two appellants said the adVOcafé was silent. One
said he helped the assessor, and four said he helped their
own case. Ten responses reported the advocate as helping the

general understanding of everyone or of the PTAAB judges (item 20).

About half of respondents felt they were able to get all the

. information needed for preparing their case (item, 21).
Slightly more than half had appealed expecting to win; ten
percent doubted there was any real chance, and the remainder

hoped .there was some chance to win a reduciion {(item 22).

Respondent comméﬁts: Volunteered comments were impressive fof
their detailed insight into assessments, their constructive recom-
mendations, and for straightforward identification of problem areas.
There was too much diversity among comments to summérize then,

so a full transcript of substantive comments haé béen:ﬁrepared:
(Appeal is a) waste of time and money for the state.

Assessor (at hearing) was indifferent to the whole process;

. we could have gone to the board.

The assessor felt he had to be an adversafyfof thé-propertx

wner.
Inform the public how it (assessing) works.

The entire burden is on the taxpayer.
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Assessor (should) explain the reason for increased assessment

when he sends the notice.

Reason for reduction should be attached to work sheet so

annual appeals are not required:

A crazy quilt manual (the assessor's).

el

RS
. v
<
A B
£ d JEa
s -8 & irenid Al
2, b
o
¥ ¢ X
N L) 4
n 5

C"l} . i : %




- e

LR

APPENDIX b S
ASSESSMENT HANDBOOK ; g s
: FOR
RESIDENTIAL PROPERTY OWNERS £

HOW IT IS DONE ~- HOW TO APPEAL

Introduction

A, .The property tax, the assessment, and the tax rate: defined

and differentiated.

'B.  Role of property tax in county and state finances and services:
basic dollar amounts and proportionate shares, pie chart figure.’

Cs Compositiqn of property tax revenues: who pays taxes; property
type shares of tax'burdep.

D: Overview of the assessment apparatus, the appeals process,
and their interrelations; flow chart diagram of the yearly
‘cycle of taxes and assessments.

Assessments

A." Valuation and fair market price: what your assessor is telling
you about the value of your land, improvements, and the total.

B. Role of the individual assessor, the supervisor, and the state.
Law, regulations, and precedent in assessments.

C. " Methodology of mass-assessment:

1. Triennial inspection: how done; the worksheet and the

assessment.

2. Sales analysis: how computed; the computer data base, sales

analysis and the assessment.

3. Valuation and assessments. Definition of assessment as an

estimate of sale price in the period 1.5 years before the
levy yeaf.
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4. State oversight and regulations versus local discretion:
where regulations are available and how to use” them.

I7T. - Appeals

As. Appeéls"aré for véluatipn of property only, not to protest

taxes.

B. Categories of appeals.which have resulted in-redactibns;“loca--n
tion of PTAAB and Tax Court decisions; PTAAB Manual:.

G Categdfieg of appéals which are often denied.

D. The appeals sequence: described in diagram, with.advice as

to where lawyer is useful; examples of forms to-fi1l out.
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